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ABSTRACT 

The Select Committee on Children, Youth, and Families 
examined recent reports about dramatically reduced availability of 
liability insurance for providers of child care services. Child care 
centers, family day care homes, Head Start programs, and resource and 
referral agencies have reported that their liability policies are not 
being renewed, that premiums have become prohibitive, that coverage 
for child abuse claims is unavailable, and that policies are being 
cancelled with little or no notification. Emphasised is the 
availability, the quality, and af fordabiiity of child care and the 
critical role that insurance plays in determining those factors. 
Apparently, the insurance industry is going through a period of 
retrenchment, a reexamination of its own role in the economy and its 
entire way of conducting business. Various viewpoints from child care 
providers and representatives of the insurance industry are reported. 
In addition, a 43-page booklet entitled "Child Care and the Family," 
by David Friedman et al. and published by the National Child Abuse 
Coalition, is included and discusses the use of child care services 
in the prevention of child abuse. (DST) 
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CHILD CARE: THE EMERGING INSURANCE 

CRISIS 



THURSDAY, JULY 18, 1985 

House of Representatives, 
Select Committee on Children, Youth, and Famiues, 

Washington, DC. 

«oS ie i» C0I ? Initt ^ met> P ursuant to notice, at 9:35 a.m., In room 
2257, Rayburn House Office Building, Hon. George Miller presid- 
ing. 

Members present: Representatives Miller, Rowland, Wheat, 
Loats, Johnson, Monson, Smith, and Gejdenson. 

Staff present: Ann Rosewater, deputy staff director; Jill Kagan, 
professional staff; Anne Wynne, minority professional staff; Carol 
Statute, minority professional staff; and Joan Godley, committee 

CI ci K* 

Chairman Miller. The Select Committee on Children, Youth and 
Families has convened this hearing to look into recent reports of 
dramatically reduced availability of liability insurance for provid- 
ers of child care services. 

The committee is deeply concerned about the impact of this crisis 
Oh millions of American families and their children, for whom 
child care is an essential service. 

Child care centers, family day care homes, Head Start Programs, 
and resource and referral agencies report that their liability poli- 
cies are not being renewed, th.„. premiums have become prohibi- 
tive, that coverage for child care abuse claims is unavailable and 
that policies are being cancelled with little or no notification. 

As recently as this week, we have heard reports of highly creden- 
tialed family day care providers who not only have had their liabil- 
ity coverage cancelled midterm, but who have been told their 
homeowner s coverage is at risk for nonrenewal. 

In my own district the situation reached the point that many 
providers threatened to strike. In nearly half of the States, includ- 
ing California, the problem is complicated by the requirement that 
child care providers carry liability insurance in order to be li- 
censea. 

But in order to secure insurance, they are being told they must 
first be licensed. This is a classic catch-22 case. 

The select committee has completed a year-long investigation 
into the escalating demand for child care services. That report, 
which we issued, which was signed by all the members of the com- 
mittee, recognized that child care is a reality for millions of Ameri- 

(l) 
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can families, and that the supply of reasonably priced, reliable, and 
accessible care is woefully inadequate. 

Now, we find that the existing facilities may be forced to shut 
down, to reduce the quality of their services, or to operate illegally 
without coverage due to the lack of liability insurance. 

Should an impasse be reached where insurance is not available 
to child care providers, the ramifications for working American 
families could be catastrophic. 

For millions of families child care is an absolute necessity to the 
economic well-being of the family. If insured child care is not avail- 
able, these families will be forced to make a decision between their 
economic livelihood and the well-being of their children. This is a 
problem that affects millions of families in all of our congressional 
districts. Clearly, the failure to provide coverage is unacceptable. 

Today we will review the best available information on this prob- 
lem. In the committee's tradition, we have sought testimony from 
those who have experienced the problem directly, the child care 
providers and those in the insurance industry who have been in- 
volved in these policy changes. 

Unfortunately, each of the many representatives of insurance 
and underwriting companies, as well as State insurance commis- 
sioners whom we have invited, declined that invitation. 

I very much regret the industry's refusal to provide witnesses, 
but I will, with the approval of the members of this committee, 
move to leave the record open for an additional week in order to 
receive any testimony which the industry might provide for our 
consideration. 

I would like to recognize, at this time, Congressman Gejdenson, 
who has joined the committee for the purposes of this morning's 
hearing. Sam? 

[Opening statement of Chairman George Uliller follows:] 

Opening Statement of Hon. George Miller, a Representative in Congress From 
the State of California, and Chairman, Select Committee on Children, 
Youth, and Families, July 18, 1985 

The Select Committee on Children, Youth, and Families has convened this hear- 
ing to look into recent reports of dramatically reduced availability of liability insur- 
ance for providers of child care services. 

The committee is deeply concerned about the impact of this crisis on millions of 
American families and their children, for whom child care is an essential service. 

.Child care centers, family day care homes, Head Start programs, and resource 
and referral agencies report that their liability policies are not being renewed, that 
premiums have become prohibitive, that coverage for child abuse claims is unavail- 
able, and that policies are being cancelled with little or no notification. As recently 
as this week, we have heard reports of highly credentialed family day care providers 
who not only have had their liability coverage cancelled midterm, but who have 
been told their homeowner's coverage is at risk of nonrenewal. In my own district, 
the situation reached the point that many providers threatened to strike. 

In nearly half the States, including California, the problem is complicated by the 
requirement that child care providers carry liability insurance in order to be li- 
censed. But in order to secure insurance, they are being told, they must first be li- 
censed. This is a classic "Catch 22". 

The select committee has completed a yearlong investigation into the escalating 
demand for child care services. That report, signed by all the members of the com 
mittee, recognized that child care is a reality for millions of American families, and 
that the supply of reasonably priced, reliable, and accessible care is woefully inad- 
equate. 
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Now we find that existing facilities may be forced to shut down, to reduce the 

Habi& inSra r nct. rV,CeS, " * WitH ° Ut C0VeragC *» 10 the ° f 

Today, we are seeking a clearer picture of what is happening and whv In the 

SnSSSSS^r ■ 0Ught te ?i im0 "y from tho^who^Tvt^rienS 
H„!fK? L ?u ^1' the < ! h,1 |. care Providers, and from those in the Insurance in- 
dustry who have been involved in these policy changes. 

Unfortunately, each of the many representatives of insurance and underwriting 
SSf'r we -' aS ^ tate ,n8UranCe commissioners, whom we invited declmed ihl 

with tt» 1 Ve,7 . m ?S industry 8 refusal to P rovide witnesses, but I will! 

with the approval of the members of the committee, move to leave the record of this 
hearing open for an additional week beyond the regular period allowedTm orderto" 
receive any testimony which the industry might provide for our cons^demfioS 

I look forward to the testimony which will be presented and hope that it will 
begin to identify ways to solve this serious problem 

STATEMENT OF HON. SAM GEJDENSON, A MEMBER OF 
CONGRESS FROM THE STATE OF CONNECTICUT 

Mr Gejdenson. Thank you, Mr. Chairman. I think it is impor- 
tant to note that Federal action can play a major role and I com- 
mend the chairman personally fir his efforts 1% years ago in 
adding training funds for day care workers. In my own State of 
Connecticut, that has resulted in a law that uoes provide for train- 
ing and police checks for day care workers and thank you for al- 
lowing me to join you today. I commend the chairman for a swift 
action on this issue which is putting many day care centers in my 
district, and around the country, in jeopardy of being closed. 

The need-the increasing need for day care centers is clear to all 
of us. Both here and m the Congress, when we find both parents in 
a family working and m our own districts. The short-sighted action 
taken m the early days of the Reagan administration which basi- 
cally removed the Congress from much of its regulatory oversight 
m day care needs to be reversed. »«wbi» 

It is the Federal Government that has virtually abdicated its 
oversight responsibility on the day care issue today. We find that 
this hearing is a necessary first step to make sure that citizens 
around the country, in many instances where both parents work, 
have available to them affordable day care services. 

We commend the chairman for joining with us in asking for the 
report on trying to find the basic status around the country to see 
how much of an impact there is, what course of action we can take 
1 would hope that the insurance industry would be forthcoming in 
taking advantage of the chairman's generous offer to keep the 
record open; and, m additional hearings, that we would be able to 
hear from an industry that to a large degree is based in my State 
and plays a vital role in keeping these day care centers open 

Chairman Millek. Thank you. Our first witness this morning 
will be Congressman Jim Florio, who has been a very good friend 
ot the chairmen of this committee, but more importantly, a sup- 
porter of the issues and concerns this committee has tried to raise 
in the U.S. Congress. 

Congressman Florio is a subcommittee chairman on the Com- 
merce Committee. Jim, welcome to the committee. 
[Prepared statement of Congressman Sam Gejdenson follows-] 
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Prepared Statement of Rep ..esentative Sam Gejdenson, a Representative in 
Congress From the State of Connecticut 

Mr. Chairman and Members of the Committee: Thank you for asking me to join 
you today to investigate the problems faced by day care providers in obtaining li» 
ability insurance. Swift reaction to this new and growing problem is essential if we 
are to avoid a national crisis for providers of day care and the millions of young 
families they serve. 

As members of this committee are well aware, the need for quality, affordable 
daycare is increasing every day. Unfortunately, this need has not be»n accompanied 
by a comparable commitment of either Federal or State resources. Quite the con- 
trary. In 1981 Congress drastically «-educed day care funding and effectively ended 
any Federal involvement in the establishment of standards for day care programs 
receiving Federal funds. 

Mr. Chairman, you have responded to the Nation's day care problems with an in- 
telligent and well-crafted piece of legislation to address the major deficiencies in 
Federal day care policy. I was pleased to join you in cosponsoring that legislation. 
Part of the reason day care providers are facing the insurance problems they are 
today, I believe, is that the Federal Government has virtually abdicated its over* 
sight responsibility in this area. By reinstating a day care earmark in the social 
services block grant, and by providing inducements for States to step up their child 
abuse prevention efforts, your bill would go a long way toward restoring to day care 
programs a set of national priorities. 

Without those standards, day care centers from Connecticut to California already 
find themselves in the predicament of either not being able to get insurance cover* 
age at all or being forced to pay three and four times their current premiums to 
maintain coverage. Apparently, reports of sexual abuse in several day care centers 
have led the insurance industry to now consider day care a high risk area. The ac- 
curacy of this assessment is as yet unclear. What is clear, though, is that day care 
providers will either have to raise their fees to compensate for increased insurance 
costs, or they will simply have to close their doors. What's more, the very people 
most likely to be forced to shut down are the in-home providers— those who provide 
the least expensive and most accessible form of day care around. 

Mr. Chairman, you have joined me in asking the General Accounting Office to 
study the day care insurance issue. Today's hearing emphasizes that the problem is 
becoming more acute and is spreading at an alarming rate. It merits immediate con* 
gressional attention. Certainly there are no simple solutions for easing the day care 
insurance crunch. That is why I hope this hearing will be but the first step in a full- 
scale effort to examine this problem thoroughly and to address it in the swiftest, 
most effective way possible. I look forward to working toward that goal with you 
and members of the committee, Mr. Chairman, and again I thank you for asking me 
to join you today. 

STATEMENT OF HON. JAMES J. FLORIO, A MEMBER OF 
CONGRESS FROM THE STATE OF NEW JERSEY 

Mr. Florio. Thank you very much, Mr. Chairman and members 
of the committee. I do appreciate the opportunity to share with you 
briefly some thoughts, not only on the question of the emerging 
child care insurance crisis, but really the entire insurance crisis 
that we are experiencing in this Nation. 

As chairman of the House subcommittee with jurisdiction oyer 
insurance, I believe it is very important that we monitor the activi- 
ties of this very important industry, which is exempt from Federal 
regulation and is subject to very uneven regulation at the State 
level. 

My concern is heightened, when as, in this case, the industry 
acts in a way that can impact negatively on the quality of Ameri- 
can life. 

The insurance industry appears to be going through a period of 
retrenchment, a reexamination of its own role in our economy and 
in our entire way of conducting business affairs. Insurance under- 
writers and carriers are refusing to offer coverage that is essential 
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£* fSLSS ent ?f m i ny of our laws - The environmental laws 
are certainly a very important example. Toxic waste disposal cover- 
age is not being made available. *^ 
The chairman is very active in the asbestos field and he knows 

SSiT ^ ° f 381)68108 18 n0t » endeavor for which ?here f£5 
access to insurance coverage. y 

fn^m^Ti^T 68 !!^ n - Iy have ^ notifled th at their policies 
for medical malpractice insurance will not be renewed. And now 
the industry is sharply curtailing insurance for the provider? of 

On ?E5 whlCh .V 0f T 1 **' * subject of this hearing 

On that particular matter, the committee certainly knows that 
over half of all the mothers with infants and very you^ children 
£owing COU 17 ^ n ° W in the W ° rk f0rce md their numbers 2e 

To these women and their families, the availability and the qual- 
ity and affordabihty of child care is certainly critical and insuring 
plays an important role in determining those factors lnsurance 

the insurance industry seems to want the best of many worlds 

miS^hf^r* 8 n T 0l i T eraee from * l but whTit deS: 
mines to be the sma lest and the most profitable of risks. At the 
same time it is wagmg a passionate fight to exclude banks and 
su^c™ inst 'tutions from entering the market to provideTn- 

Quite frankly, Mr. Chairman, to this point I have not been a 
MlKtt of banking deregulation initiatives, wWcS 

£?&H 0 c f°— fc to the that 1 have 

I suppose as the ultimate fulfillment of our commitment to the 
competitive marketplace, that if someone is not gdng to providl 
the service and someone else says that they will Se the sen! 

1^*$* We 1 h °. uId th ? nk throu * h whether we want to altow 
those other people to provide the service 

havf orSiS 611 w * debated H.R. 100, which is a bill that would 
have prohibited sex discrimination in the providing of insurance 

^SlSSJ^fP TV?* V f7 h^d to defeat thai * bflP ^ 
. Kight after the defeat, I heard from representatives of the bank- 
ing industry, who said that if they had the opportunity to go into 

n n nnv S fn ranCe -5 eI r d they WOuId Iike to . the/would be* more than 
& P ^ to .u Pr0 ^ lde f or gender neutral insurance coverage 
Well, that is, of course, rhetoric. That is not a commitment but 
it may very well be that we want to consider taking peoSe uo on 
SZSF** ^ 38 40 Wh6ther they are wilHng toTotto P this 
In the upcoming months, I intend, and I see Mr. Coats is here a 
member of my subcommittee, we intend to look into this qSon 
of the availability and affordabihty of insurance, particulariv fS 

JiT^T^P? the findings of this select committee will aid 
"f "? the effort that we are going to become involved with in rS 
viewing insurance action or inaction. I thank you for the opSrt* 
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nity to share some thoughts with you and I look forward to receiv- 
ing the results of your deliberations. 
[Prepared statement of Congressman James Florio follows:] 

Prepared Statement of Hon. James J. Florio, a Representative in Congress 
From the State of New Jersey 

Chairman Miller and Members of this Select Committee, I greatly appreciate this 
opportunity to join you in this inquiry into the emerging child care insurance crisis. 

A° Chairman of the House Subcommittee with jurisdiction over insurance, I be- 
lieve we must monitor the activities of the insurance industry— an industry which is 
exempt from federal regulation and subject to very uneven regulation at the State 
level. 

My concern is heightened when, as in this case, the industry acts in ways that can 
impact negatively on the quality of American life. 

The insurance industry appears to be undergoing a major phase of retrenchment 
Insurance underwriters and carrier j are refusing to offer coverages that are essen- 
tial to the enforcement of our environmental laws. Nurse mid wives were recently 
notified that their policies for medical malpractice insurance will not be renewed. 
And now the industry is sharply curtailing insurance for providers of child care 
services. 

Over half of all mothers with infante and very young children in this country are 
now in the work force, and their numbers are growing. To these women and their 
families the availability of quality and affordable child care is critical. 

The insurance industry seems to want the best of many worlds: the industry 
wants to withhold coverage from all but what it determines to be the smallest and 
most profitable risks. At the same time, it is waging a passionate fight to exclude 
banks and other financial institutions from entering the market. 

Jn the upcoming months I intend to focus on several aspects of the availability of 
insurance issue. 

I trust that the findings of this Select Committee will aid me in that effort 

Chairman Miller. Well Jim, thank you very much for your in- 
terest In our discussions it has become clear that should we find it 
necessary to address this problem at the Federal level, we are 
going to need your help, and that of your subcommittee and full 
committee. I am delighted that we began today with the subcom- 
mittee chairman, and that you have shown early and strong leader- 
ship with regard to the current cancellations. 

I appreciate you taking time to come over here. I know you have 
the Superfund markup. Any questions? 

Mr. Gejdenson. May I briefly ask what areas do we presently 
regulate insurance companies over on the Federal level? What Fed- 
eral legislation presently regulates them? 

Mr. Florio. Well 

Mr. Gejdenson. In similar kinds of problems as the ones we are 
looking at today. 

Mr. Florio. Well the McCarran-Ferguson Act effectively pre- 
cludes the regulation of insurance as a business. But quite frankly, 
the loopholes that are starting to be developed— in some instances 
at the request of the insurance industry— are almost getting to be 
more extensive than the prohibition against Federal regulation. 

Last year in the course of the banking deregulation proposal, we 
had insurance representatives come and ask for Federal laws that 
would have precluded the ability of some banking interests to uti- 
lize State law, I think in South Dakota, to get into the insurance 
business. It was, of course, somewhat unique to have the insurance 
industry coming to ask for Federal regulation dealing with the 
ability to go into the business of insurance. 
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That has traditionally not been the insurance position. So it is 
changing very dramatically, and I suspect over the next number of 
years it will change m even more dramatic ways. 

Chairman Miller. Congressman Coats. 

hJSSuS 50 ^ •Tft 1 a PP reciate . Mr. Chairman, your holding this 
hearing. I think there are an awful lot of questions that are still 
out there to be answeied. 

In that regard, I was particularly appreciative of the chairman of 
the Commerce Subcommittee at the Energy and Commerce Com- 
mittee indicating that we should look into these questions 

Perhaps with a joint effort between that committee and this com- 
mittee, we can get the answers to some of these questions I do 
know some insurance companies wanted to testify but did not feel 
that they had adequate notice or time to prepare the necessary in- 
flation W e should give them that opportunity and we should 
look into this further. 

There are obviously some disturbing questions regarding the 
whole concept of liability coverage for day care centers. Why are 
the insurance companies suddenly so concerned? What are the 
causes of these concerns? What are the risks that we are looking 
W fi exa Sg? ra £ m g these risks? Is the media playing up the 
abuses and sexual abuses that have occurred in some child care 
2gS tere-overhyped-is that creating a situation that is unrealis- 
tic.' A lot of questions have to be answered. 

f„ A s }* tistics have . to be proffered to our committees. I look 
forward to the opportunity to jointly investigate that and find out 
the answers to some of these questions. It is a disturbing issue and 
one that we should look at. 

Chairman Miller. Congressman Rowland. 

Mr. Rowland. I have no statement at this time. 

Chairman Miller. The first panel that the subcommittee will 
hear from will be made up of Alyce Chcssnoe who is a family day 

Vir^nrt 61 " * om n Bui * e ' VA A . an< | the president of the Northern 
Virginia Family Day Care Association; Karen Solon who is a 
family day care provider from Falls Church, VA; Jean Weaver who 
^ fu day °^ coordinator for the YWCA out of Baltimore, MD, 
and the president of the Maryland Child Care Association; Sandra 
Gellert, who is the president of the National Association of Family 
Day Care from Clifton Heights, PA, who will be accompanied by 
iv fej" 1 18 the director of the Family Day Care Project 
for the Children s Foundation from Washington, and Deborah Phil- 

m*1° 18 ft 6 dir ^ r °I the ChiId Care Information Service for 
the National Association for the Education of Young Children 
If you will come forward please? We welcome you to the commit 

SirTlf^E 0 W ? y ° Ur ****** your , time to come today to share 
your thoughts and your concerns on this subject. Now we will take 
you m the order in which I called your names. 

Your written statements will be placed in their entirety in the 
record of this hearing. In order to allow the maximum amount of 
time for questions from members of the committee to you, we 
IS fPP/ 601846 your summarization of your statements to the 
extent that you so desire. 

Ms. Chessnoe. 
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STATEMENT OF MS. ALYCE M. CHESSNOE, FAMILY DAY CARE 
PROVIDER, BURKE, VA, PRESIDENT, NORTHERN VIRGINIA 
FAMILY DAY CARE ASSOCIATION 

Ms. Chessnoe. I have been a family day care provider for over 8 
years and it looks like my days in this profession are numbered 
due to something beyond my control and something I had nothing 
to do with— namely, the midterm cancellation of my liability insur- 
ance and the unavailability of any other similar liability insurance 
at this time. Most importantly, the working parents and their chil- 
dren would suffer if I do not continue. 

The special joys of children are what brought me to be a family 
day care provider and that, in addition, to the unique relationships 
we all develop as "extended families" is why I have continued in 
this prof--~ion. 

Family day care has allowed me to utilize my training and edu- 
cation, my 10 years experience as both an art teacher and an ele- 
mentary teacher, my on-the-job training as a mother of 2 boys — 
now 12 and 13 years old — and my concern for the children that I 
care for, that all their needs are met. 

I have been a family day care provider since January 1977 when 
I reentered the work force after an absence of 6 years. This was 
what I chose to do after considering other job possibilities involving 
working with children and what I would like to do also for many 
years to come. 

The product that we offer is service and through the years, I 
have been able to provide, in many instances, a unique service to 
both the children and their families. 

How could I ever forget Clay, a pre-teenager who was wrestling 
with the handicap of his body in a wheelchair while stretching his 
mind to new heights? 

Or, the memories of each new baby that comes and grows and 
develops . . . memories which in turn, are later shared with these 
same children, who are delighted as I begin a story with, "I remem- 
ber you when . . ." Or, how can I ever forget the times that we 
have been with the families and children in time of crisis and spe- 
cial needs. 

By being a stable influence in their little lives, I have tried to 
ease the tremendous challenge of "getting bigger." 

Although the monetary compensation is needed, I am in this pro- 
fession for the personal satisfaction that comes from being a part- 
ner with the family in the wonderful process of nurturing a new 
baby each year, for example, or of carefully monitoring for five 
years the special needs of anotnor child with a very unique disease, 
or of caring for a child through the time span of serving him three 
meals a day since his parents' work schedule takes them away for 
such a long time. 

My continuance in child care is being threatened by this mid- 
term cancellation of my liability insurance by Mission Insurance 
Company as of September 1, 1985. 

To me, this action leaves many unanswered questions of "why 
me?" To the parents of whom I serve, they wonder who will care 
for these special children now? 
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lies" is why I have continued in this profession. Family day care has allowed me to 
utilize my training in education, my 10 years experience as both an art teacher and 
elementary teacher, my on-the-job training as a mother of two boys (now 12 and 13 
years old), and my concern for the children that I care for, that all their needs are 
met. 

I have been a family day care provider since January, 1977 when I reentered the 
work force after an absence of 6 years. This was what I choose to do after consider- 
ing other job possibilities working with children and is what I would like to contin- 
ue doing for many more years. * 

The product that we offer is service and through the years, I have been able to 
provide, in many instances, a unique service to both the children and their families. 
How could I ever forget Clay a p re-teenager who was wrestling with the handicap of 
his body in a wheelchair while stretching his mind to new heights? Or, the memo- 
ries of each new baby that comes and grows and develops . . . memories which, in 
turn, are later shared with these same children, who are delighted as I begin a story 
with, "I remember you when . . Or, how can I ever forget the times that we have 
been with the families and children in time of crisis and special need. By being a 
stable influence in their little lives, I have tried to ease the tremendous challenge of 
"getting bigger". . 

Although the monetary compensation is needed, I am in this profession for the 
personal satisfaction that comes from being a partner with the family in the won- 
derful process of nurturing a new baby each year, for example, or of carefully moni- 
toring for 5 years the special needs of another child with a very uniqve disease, or 
of caring for a child through the time span of serving him three meals a day since 
his parents' work schedule takes them away for such a long time. My continuance 
in child care is being threatened by the mid-term cancellation of my liability insur- 
ance by Mission Insurance Company as of September 1, 1985. To me, this action 
leaves many unanswered questions of "why me?" To the parents of whom I serve, 
they wonder who will care for these special children now? 

These unanswered questions continue in my second role, as president of the 
Northern Virginia Family Day Care Association (NVFDCA) as we ask ' why us? 

Our association has a membership of over 170 child care providers located pre- 
dominately in Fairfax County. Approximately 90 percent of those members request- 
ed the application and insurance information. Our outreach is even further, as I 
visit classes for new providers to tell them about our organization and to encourage 
them to have liability insurance. What do I tell them now? In the last 6 months our 
minimum insurance premium has raised from $82 to $165 to now being unbailable. 
During this same time the liability limit available droppec from $1,000,000 to 
$300,000. However, all those whose insurance was due for renewals were told thev 
were not being carried any longer, they were not even given 60 days notice. All 
others were given mid-term cancellation notices effective in approximately 60 days 
or September 1, 1985. 

We have tried to be patient as BMF Marketing Insurance Services, Inc. <*ssured 
us that they were negotiating with three or four companies to get what we consider 
both adequate and affordable insurance. However, we have not to this date been in- 
formed of anything definite. In the meantime, our insurance committee has 
searched out every possibility that they heard of. Still nothing. Nothing! No insur- 
ance at any rate. No insurance with any special endorsements omitted. No insur- 
ance with exceptions added Nothing! 

Without adequate, affordable insurance, family day care as we know it today will 
not exist. There are grave concerns among the providers. The general feelings of 
those that I talked to, who do not have insurance now, is that they would not con- 
tinue in taking care of children without it. We, the family day care providers, are 
giving of ourselves and our families to provide an irreplaceable service of meeting 
the needs of the children who we care for and their families. In opening up our 
hearts and our homes to the child who has special need to the newborn and his 
mother who needs all the support we can muster to help her cope with her anxieties 
over leaving her baby, to the working parents with long and unusual working hours, 
to the parent with little income, we hear you. Where will these working families 
with their special needs turn? Who will take care of America's children? 

STATEMENT OF KAREN E. SOLON, FAMILY DAY CARE PROVIDER, 
FALLS CHURCH, VA 
Ms. Solon. For hopefully less than 20 seconds, I ask your indul- 
gence while I hand you some photographs that I would like you to 




is 



11 



look at to give some flesh to the children I refer to in my report. 
Particularly Erin whose name is mentioned here. 

I would like you to keep in mind the child that fits this bathing 
suit Her mother is here. She accidentally left it in my home yes- 
terday, we played in the sprinkler. Her mom is here. 

My family day care liability insurance was terminated at 12:01 
a.m. on July 1, this month. I thank you for the opportunity to ad- 
dress you on behalf of my own children and the children and fami- 
lies I serve in my family day care business. I hope you will find the 
testimony useful. 

My own children are Sarah, age 11 and Simon, age almost 9. We 
became a single parent family in 1978. Faced with the economic re- 
alities, I chose to provide family day care. Fees collected would pay 
my bills and working at home saved me day care fees I would have 
had to pay for my young children's care had I worked outside the 
home. 

To me, raising my babies alone, isolated from all relatives, 
seemed unnatural. I was raised in a small New England village 
with grandparents, aunts, uncles, and cousins within walking dis- 
tance. Weekends meant three-generational pot-luck picnics. The 
adults shared the joys and sorrows and responsibilities of raising a 
family. We children flitted from relative to relative like humming- 
birds in a field of wildflowers, drinking the nectar of their love and 
spreading love from family member to family member. 

The isolation I felt was bad enough. But to leave my children in 
the care of a stranger seemed unthinkable to me then. Most of my 
friends were home with their babies, supported financially by hus- 
bands. 

I worried that I would have trouble relating to women who 
would leave their children with me. Then the interviews to fill my 
vacancies began. My kitchen table encounters raised my conscious- 
ness. Parents shared with me their deep love for their children and 
their commitment to their family life. Parents' voices were often 
tremulous as they contemplated leaving their precious children 
with a stranger— me. The stories of their agonizing search for the 
right person are no doubt familiar to this committee. Our needs 
meshed, and my career in family day care began. 

Two and a half years later, I accepted an offer to work part time 
for the Fairfax County Office for Children as a monitor in the 
Child Care Food Program. My own children were in school already 
and my day care children were ready for nursery school as an al- 
ternative. Providing after-school care for four of the children pro- 
vided stab ity in the relationships we had developed, and supple- 
mented my income. I had a foot in two worlds. 

As a monitor, I met well over a hundred family day care provid- 
ers regularly for 2 years. Those visits convinced me that family day 
care meets a vital need for many families, and a viable alternative 
to the traditional extended family. Anecdotes abound of the loving 
interdependence and support systems provided for the caregivers 
and the families they serve. I chose to return to family day care as 
a full time provider, this time with older children, greater energy, 
and a stronger commitment. 

I was slow in renewing my membership in my local day care as- 
sociation and in applying for insurance. A cut requiring three 
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stitches spurred me on. The child lived in a single parent home 
with a handicapped sibling und no health insurance. I was grateful 
for my Red Cross training, I blessed the mother for her under- 
standing and applied for liability insurance. 

The older children referred to above are my own. The day care 
children entrusted to me are young. I view infants and very young 
children as a population at great risk in the child care crunch. 
Coming back, I knew I just had to have at least one infant, and for 
many reasons selecting the right parents— parents with philoso- 
phies of childrearing compatible with mine— was important. 

I met Andrew at 3 months, Shallon at 13 months, and we began.. 
Ryan, about Shallon's age, joined us in September; by January I 
was ready to add Holli, about Andrews' age. 

Ryan's older sister is Erin and she is about to enter second grade. 
She had just turned 2 years old when I used to tell her nap-time 
stories about when I was a little girl. How can I express the joy of 
watching her meet the schoolbus with my son Simon, and how can 
I tell her she cannot come to my house this fall because I cannot 
find day care insurance. 

Nowhere is it written that we have to become important in one 
another's lives. But when Shallon 's father was hospitalized and her 
mother was almost delirious with fever— this was at the same 
time— far from family and in a new neighborhood, my home and 
my heart were open to support her family in whatever ways I 
could. 

And at the same time, until he succumbed to the flu, Andrew's 
father transported Shallon to my home. With three of my day care 
parents out of commission, I transported both children and wel- 
comed the excuse to see in person how Shallon's mother was 
faring. 

Likewise, nowhere is it written that my clients have to nurture 
my children but they do. How many little "shows" has Erin and 
Ryan's mother applauded over the years. The tenderness and grati- 
tude they express to my children for the peek-a-boo play and piggy- 
back rides their children eryoy with mine recalls for me the pot 
luck picnics of my childhood. 

Family day care may not be what every family wants nor what 
every family needs— nor every child needs. But knowing my experi- 
ences are not unique to me compels me to be here today. It is not 
right to force me into the work force outside my home because ade- 
quate insurance is unavailable. The school-age child care resources 
are strained enough without adding my children to the population 
in need. The resources for infants and toddlers does not need my 
day care babies. And we want to stay together. 

I remarried 3 years ago. I will not jeopardize my husband's 
assets, saved for his teenage daughters and his aged parents. As a 
responsible parent and loving wife, I am obligated either to secure 
adequate liability insurance or to seek alternate employment. 
Having survived the quicksand of legal fees from my divorce, I 
cannot knowingly place myself in the position of having someone 
saying to me, ' Talk to my lawyer," for reasons over which I have 
no control or responsibility, unless I have insurance. 

[Prepared statement of Karen Solon follows:] 
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Prepared Statement of Karen Solon, Family Day Care Provider, Falls Church, 

VA 

My family day care liability insurance was terminated at 12:01 a m on July 1 
inrt Z n nhiM~n nk y A°r fo r. the opportr wity to address you on behalf of my children 
"n r a 7rT3 and fami hes 1 serve in my family day care business. I hope you 
will find the testimony useful. 
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play and piggy-back rides their children enjoy with mine recalls for me the pot-luck 
picnics of my childhood. 

Family day care may not be what every family wants nor what every child needs. 
But knowing my experiences are not unique to me compels me to be here today. It 
is not right to force me into the work force outside my home because adequate in- 
surance is unavailable. The 3chool-age child care resources are strained enough 
without adding my children to the population in need. The resources for infants and 
toddlers doesn t need my day care babes. And we want to stay together. 

I remarried three years ago. I will not jeopardize ray husband's assets, saved for 
his teenage daughters and nis aged parents. As a responsible parent and loving 
wife, I am obligated either to secure adequate liability insurance or to seek alter- 
nate employment. Having survived the quicksand of legal fees from my divorce, I 
cannot knowingly place myself in the position of having someone say to me, 'Talk 
to my lawyer," for reasons over which I have no control or responsibility, unless I 
have insurance. 

STATEMENT OF JEAN WEAVER, DAY CARE COORDINATOR, YWCA, 
BALTIMORE, MD, AND PRESIDENT, MARYLAND CHILD CARE 
ASSOCIATION 

Ms. Weaver. First of all I would like to thank you for inviting 
me to come today. I do have testimony that I would appreciate that 
you have in hand before I read mine. 

My name is Jean Weaver and I am the day care coordinator for 
the YWCA. I am also here to represent another organization which 
is called the Maryland Child Care Association, which is made up of 
day care center directors for approximately 80 day care centers in 
Baltimore City and surrounding counties of Maryland. 

I just want to give you some background information about the 
YWCA. The YWCA of Greater Baltimore has a large day care pro- 
gram— 11 sites — with a licensed capacity of over 800 children. 

The YWCA also operates three shelters for the homeless and a 
full range of class and group programs for children and adults. 

Several years ago, before the existence of the day care programs 
or the shelter programs, the Baltimore YWCA had joined with 
other YWCA's nationwide in obtaining property and liability insur- 
ance, with multiyear policies running from July 1 to June 30. 

The cancellation problem. Between March 15 and April 15 of this 
year, the YWCA was notified that our property and liability, our 
board of directors and officers, and our excess liability insurance 
were all being canceled. 

As we understand it, 45 days' notice of cancellation is obligatory. 
We were given 45 days' notice on the property and liability, and 
less than 3 weeks on the Excess Liability. 

We had had some property claims, because of a fire at a non-day 
care site and several small vandalism incidents. There had been no 
liability settlements, nor were there any actual claims pending. 

No reason was given for the cancellation, however, beyond un- 
derwriting reasons. We requested the Maryland Insurance Commis- 
sioner to look into the matter and received a reinstatement notice 
to cover us until the 45 days had passed. 

We were also informed that the settlement on the fire, which 
had not originated in the space we rented, exceeded the amount of 
the premiums we had paid, and that this was part of the reason for 
our policy being canceled. 

The insurance company which had underwritten the YWCA's 
across the country ceased to work with all YWCA's as a group. We 
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onhf^^L d ^pi h 5 y hav « a«*Pte<i YWCA's on an individual basis 
only if the YWCA does not have day care centers, shelters or team 

hS e WvTpA^° Ur br0 S re ^rched for insura^ compaiSto 
handle the YWCA s property and liability insurance; we finally ob- 
tained property and liability on the 45th day, at 6 p m. after being 
turned down by more than 30 companies and having hadto makf 
contingency plans to shut down our entire operation 

.^rf" 1 ?! e ? Cess J li ^ ) i 1 . it y was equally difficult, and we Lad to go 
uncovered by board of directors and officers liability insurance for 
nearly 2 weeks before a policy was found. 

The first Property and liability policy which was offered specifi- 
cal y excluded child abuse. We were able, through splitting the 

eSn y tiaf W ve?a2. UP m **« * obte? » «* 

intfw i 1 n0t claim8 of this sort, other centers 

rfhflK? Maryland have had cfaims, and there is always the pos- 
sibility of such a claim occurring. 

,i us f ^ant to talk a little bit about the increased costs and the 

iStifSSK S e « licy costs a total of $73 ' 846 > com - 

OI l h * fn morease of 212 percent for the entire YWCA for prop- 

tss^ssRsi^ hability ' ^ of directors ' ^ 

^.3ti day Care P^ion increased from $12,150 to $30,000, while de- 

fiSJfe mcrea f d *** W c . overa « e decreased. A chart is at 
tached to my testimony which gives details. 

Our day care centers are a mix of private paying parents and 

SSSr*5 ParentS K 5? "J 101 " the daily rate fa fa y contract. We 
SS5hn^ff 8ul f ldlZ t? ^ ents ^y 0110 the State daily 

reimbursement rate, which is currently $10 per day, per child Te- 
|ardless of whether or not our cost per child per day is$10, $12, or 

thSShT^n that th . e added insurance costs cannot b* passed 
fhJSfhJSi ♦ P S° ent - f ° Ur Children ' and that either we^ass 

IKJ£?Sr - th ! paying parents or somehow reduce other costs 
Q nSf Y ~ g „ he PnVa .^ paying parents absorb the total cost of insur- 
ance increases would put day care beyond the ability of many par- 
ents to pay, and would close entire centers in our system Our day 
care program is 4 years old. ' ay 

We are constantly fighting an operating deficit while fiehtine to 
get planes above minimum wage. Our sjltem has lost Sey fnl 
meSte y opera t lon because of freezes on subsidized placed 



We have been working hard to build the number of full-pav par- 
ents. Our current weekly fee runs between $50 and $55 An addi- 
from tS r WCek child would sim Piy remove many Children 

force parents to leave their ^ or to 

If we exclude subsidized children from our day care centers so as 
to pass through the insurance increases more equitably, we will be 
forcing parents who need to work to leave their jobsf or to T leave 
their children unattended. J 

k SjfJt* 8 u° help available from other parts of the YWCA, whose 
budget has been equally adversely affected by insurance increaS 
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The bottom line for the YWCA is that day care is an economically 
fragile program at best. 

This increase in insurance premiums, or failure to find insurance 
could push our board to the unwelcome conclusion that we should 
limit our day care program to the affluent, or, that we should cease 
to provide the service. 

We hate to think of the disruption that such solutions would 
cause to families who are dependent on us for care. We hate to 
think that their alternatives would be other providers who are will- 
ing to go uninsured, or, even woree, leaving the children unattend- 
ed. 

I have given you an attachment to show you a comparison from 
last year — what our insurance rates were — as opposed to fiscal year 
1986. Total Baltimore YWCA insurance bill for the year ending 
June 30, 1985 compared to the bill for current fiscal year 1986. Day 
care property and liability for fiscal year 1985 was $8,600 and for 
fiscal year 1986 it was $13,468. Other YWCA property and liability 
last year was $9,244, this year it is $31,428. Excess liability was 
$2,500, for fiscal year 1986 it is $18 thousand. Board of Directors 
and Officers was $385 and in fiscal year 1986 it is $1,750. Automo- 
bile was $2,891 and fiscal year 1986 it is $8,600. The total package 
ftr fiscal year 1985 was $23,680 and the total for fiscal year 1986 is 
$73,846. 

If you notice the coverage comparison — in almost every category, 
deductibles increased and coverage was lowered. The most striking 
example is in the excess liability policy which has covered the 
entire association for $3 million last year for a premium of $250.00 
which is not limited to $1 million while the premium is $18,600. 

I thank you for allowing me to testify. [Attachment.] 

[Prepared statement of Jean Weaver follows:] 



Prepared Statement of Jean Weaver 
background 

The YWCA of the Greater Baltimore Area has a large day care program (eleven 
sites) with a licensed capacity of over 800 children. The YWCA operates three shel- 
ters for the homeless and a mil range of class and group programs for children and 
adults. 

Some years ago, before the existence of the day care programs or the shelter pro- 
grams, the Baltimore YWCA had joined with other YWCA's nationwide in obtaining 
property and liability insurance, with multi-year policies running from July 1 to 
June 30. 

CANCELLATION 

Between March 15 and April 15 of this year, the YWCA was notified that our 
Property and Liability, our Board of Directors and Officers, and our Excess Liability 
Insurance were all being cancelled. As we understand it, 45 days' notice of cancella- 
tion is obligatory. We were given 45 days' notice on the Property and Liability, and 
less than three weeks on the Excess liability. 

We had had some property claims, because of a fire at a non-day care site, and 
several small vandalism incidents. There had been no liability settlements, nor were 
there any actual claims pending. No reason was given for the cancellation, however, 
beyond ^underwriting reasons . We requested the Maryland Insurance Commission- 
er to look into the matter, and received a reinstatement notice to cover us until the 
45 days had passed. We were alio informed that the settlement on the fire, which 
had not originated in the space we rented, exceeded the amount of premiums we 
had paid, and that this was part of thw- reason for our policy being cancelled. 
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ce2*l tow^i^W^ a ? H *"* Under ^ itten J the YWCA's across the country 
ceased to work with all YWCA s as a group. We understand that they have accented 
YWCA s on an individual basis only if the YWCA does not have Dav 

the T Y^CAO^Td^,^ er8 8earCh6d for l«^S«!£ 

S wL^oTnd." and ° friCera Liabil,ty f ° r »eariy Sffi 

abi 6 i^w&SS Sl£ which was offered specifically excluded child 

INCREASED COSTS AND DECREASED COVERAGE 

•» I bcSKi?%S- mS".?' 'SSI' " ^» for tot yea,. This i. 

anything beyond the State daily reimbursement rate, which is rurrwiHv tin ^ 
day. regardless of whether our cost per child per Tay is $10 "sisFS hm 
d n rtn nS a n h H at ^ h ? a # d inSUranCe l 0 "* 8 « nnot he^^ro'ugh S 5o£ oHr dfe 
& a o 1 ther h CO s? th8r WC 1,888 thCm thr ° Ugh to Pa^ng Parents o-rmeho; 

wn^n^'l} 6 private u P arents ah 60 * th e total cost of insurance increases 

enUre enfe'S! n* ^ ° f P"™* to W. and woSddS 

stantfv S o 8ySt f m " ? U / ^ y ft" ProKTam is four years old. We are con- 
stantly fighting an operating deficit while fiehtine to tret wlaries aW* mir^™.™ 
wage. Our system has lost money in three Kt^Srta^^bS^a 
freea* on subsidized placements. We have been workingfhard J^STtto^Sr 

" J?.? 11 ecpnomfeally fragile program at best. This increase in iZrance 
S *a?wf Z.F/r d , t nsura « ce coull push our Board ito £e^welcTe ™t 
21. W -i d 'P 11 ' our ^ Program to the affluent, or that we 

KnsTmUl SS^« t f > 8 ? wioe - fc We hat f ^ think ° f the disruption hat such 
nWho* ?u ■ "L" 56 famlli es who are dependent on us for care We hate to 
think that their alternatives would be other providers who are wiUme to » o t^in 

SU %& evon worse ' leavin 8 'he children unattended g k um " 

Thank you. 

TOTAL BALTIMORE YWCA INSURANCE BILL FOR THE YEAR ENDING JUNE 30, 1985, COMPARED TO 

BILL FOR CURRENT YEAR 



. fiscal yea/ mi rccal ye ar 1986 

Day Care property and liability. tQfJVX , l0j , e 

Other YW property and liability *2J * 13 « 468 

Excess liability ...... . .. .. 9,244 31,428 

Board of Directors. Officers ^r 00 18,000 

Automobile. ... 385 1,750 

2,891 8,6Ct, 

T ° tai $23,620 73,846 
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Coverage comparison: In almost every category, deductibles increased and cover- 
age was lowered. The most striking example was in the Excess Liability policy, 
which had covered the entire Association for $3,000,000 last year for a premium of 
$2,500, and which is now limited to $1,000,000 while the premium has increased to 
$18,600. 

STATEMENT OF SANDRA GELLERT, PRESIDENT, NATIONAL 
ASSOCIATION FOR FAMILY DAY CARE, CLIFTON HEIGHTS, PA 

Ms. Gellert. Mr. Chairman and other distinguished members of 
the House Select Committee on Children, Youth, and Families, I 
am delighted to have the opportunity to testify on this very critical 
issue affecting family day care. 

The testimony I am about to give is information gathered by the 
National Association for Family Day Care from discussions with 
family day care providers around the country. 

The crisis in the liability insurance industry for family day care 
providers is of critical proportion. During recent weeks, one insur- 
ance company after another from Maine to California and Wash- 
ington to Florida has canceled liability policies for family day care 
homes. 

Only providers in Colorado seem to have temporarily escaped the 
crisis. The reason being cited for policy cancellation is simply "pro- 
gram dropped." 

Two thirds of all the children in day care are in family day care 
settings. Even more than that, 85 percent of all infants in day care 
are in family day care settings. There is no questions in our minds 
that parents of infants could shortly find themselves with no where 
to turn for their child care needs. 

In conversations with providers from various States, several 
points have come to light. Unless something is done to make ade- 
quate affordable liability insurance available family day care pro- 
viders will go out of business. 

The service industry continues to grow. Family day care is a 
viable small business for single women or as supplemental income 
in two-parent families. 

Without available affordable insurance, women will go elsewhere 
for work. Existing family day care providers do not want to give up 
their profession, but will in the face of threatened lawsuits without 
insurance. 

In Arizona and California, providers are homesteading their 
homes as protection. Infant care will suffer the most. The msyority 
of infants are cared for in family day care settings where the 
demand is already greater than the supply. 

The insurance crisis will decrease the supply even more. Acci- 
dents in this age group are numerous an»l providers will be reluc- 
tant to run the risk of caring for infants without adequate cover- 
s- 
Many will simply go out of business. I know that quality infant 

care is of particular importance to this committee. Providers 
cannot afford high rates currently being charged by some compa- 
nies. 

In a few isolated instances where providers have found liability 
insurance it is at exhorbitant rates or with restrictions such as lim- 
iting care to three or fewer children. 
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Family day care providers are one jf the lowest paid professions. 
Eighty-seven percent make less than the minimum wage. In manv 
instances, an insurance premium of $759 would be a month's 
income. 

Family day care is unique and more problemmatic and very dif- 
ferent from centers or Head Start Programs. Centers may be able 
to absorb the increased insurance costs; family day care providers 
cannot. 

There have always been fewer underwriters of famUy day care 
liability policies to begin with and therefore providers have a 
harder time obtaining insurance. 

The continuation and growth of home-based child care is at a 
standstill. In several States insurance is mandatory in order to be 

i 1 Q °nI!^ d M ( i r i reg,S ^ red ^ In th08 f md ^ othere > new providers 
cannot get licensed and renewal cannot be processed. 

Yet this is at a time when the need for day care is critical Regu- 
latory experts agree that a lengthy waiting period for certification 
discourages the people from entering the profession. They go else- 
W »f 6 1 • .™"fere are in the unique position of operating a business 
out of their homes and are finding other forms of home protection 
being jeopardized or canceled. 

Providers can no longer get business riders for their homeowners 
policies and m come States have had their homeowner policies can- 
celed because they could not get adequate family day care insur- 

3.11 CG. 

The underwriters of the policy fears for his own liability regard- 
u n ?*i~ othe , r Pjotectio 11 - FamUy day care providers are losing the 

teSt whWy have^ ^ Had to flght 40 g6t ™* pr °- 

^oF^f h / ear the l r ^L y .^ h ^ ough meetings and letter writing cam- 
wXng^r^ou?^ 0816 FOOd Pr0gram - -Rafter 

They join local, State and national associations to improve their 
professional status and upgrade their own skills at a time when the 
training funds have been cut and cut. 

Family day care providers fight continual battles over adverse 
zoning and building restrictions. Providers fight to gain recognition 
and status so other providers will come out from underground, 
become registered, pay taxes, et cetera. Yet adverse media hai 
blown out of proportion the issue of child abuse in day care when it 
has been long documented that the vast majority of child abuse 
happens in the child s own home and day care has been used effec- 
tively in treatment of family violence. 

f.ifLS ia ^ point do <ky care providers just give up in frus- 

tration? The pay is low, the stress factor is high The insurance 
crisis may just cause them to give up the battle when family day 
care is really an integral part and necessary to today's economy 

In a society pf two parent working families and an mcreasine 
number of single parents, the need for famUy day care has never 
^TnJlT^ r - u rec ent as just a few years ago, some parents could 
afford to stay home until their children were two or three 

Now working mothers must frequently return to their jobs 4 to 6 
weeks after having a child. There are no other options. Quality 
tamily day care is a necessity to them in the same way that food 
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and housing is. And remember family day care providers are work- 
ing parents also. 

Providers around the country are concerned. Diana Abel of Ari- 
zona said, "No new homes are opening there because there is no 
insurance." Siubhan Stevens in California where a policy is avail- 
able said, "Providers are quitting because they fear lrrge lawsuits 
and they cannot affort $750 a year insurance premiums/ 

Rebekah Short from Pennsylvania said, 'The insurance crisis 
could set the family day care profession back 10 years. All the 
work to promote quality home care may do down the drain. Some 
will quit rather than run the risk. Others will operate under the 
table as they did years ago making it harder for parents to find 
adequate day care arrangements." 

Carol Lynch of Vermont said, "The crisis is affecting employer- 
sponsored child care programs because the employers want the pro- 
viders they sponsor to be adequately insured." 

The company fears for its own liability. Where insurance is 
found, the high cost is being passed on to the parents who cannot 
afford the higher costs. In New Jersey, Sydall Mason of Archway 
Programs said, "They convinced INA to cover their day care homes 
because they would cover their centers, but at price of $800 per 
home." In Delaware County, PA, a title XX program found insur- 
ance for its 75 homes but at a price of $1,000 per home. 

The National Association for Family Day Care has determined 
that the availability of infant care in this country is in real jeop- 
ardy from this insurance crisis. 

There is not enough day care slots now and this will reduce the 
slots even further. Family day care providers who want to continue 
in their profession, but not at the risk of losing everything they 
own in one lawsuit. 

Especially when family day care is already one of the lowest paid 
professions. The risk is greater than the compensation. Now I 
worry every day because I am a single parent, sole breadwinner for 
myself and two teenage children. 

One lawsuit could destroy my family. Yet, I love what I do and I 
do not want to be forced into giving up family day care. 

My insurance is cancelled, effective September 2, 1985. I fear 
continuation of my job but I must support my family. My day care 
families need me, they sympathize, but cannot afford higher rates. 

I cannot afford the higher insurance rates and I cannot pass 
them on to my parents. Today I close by asking each of you on the 
committee, What are we family day care providers to do? What are 
the parents of infants who need day care to do when their family 
day care provider shuts down because she cannot afford the insur- 
ance, cannot find insurance, and cannot afford the risk? 

Thank you. 

[Prepared statement of Sandra Gellert follows:] 

Prepared Statement ok Sandra Gellert, President, National Association for 

Family Day Care 

Mr. Chairman and other Distinguished Members of the House Select Committee 
on Children, Youth and Families: 

I am delighted to have the opportunity to testify on this very critical issue affect' 
ing family day care. 
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• ™ e testi™ 0 "? 1 am about to give is information gathered by NAFDC from discus- 
sions with family day care providers around the country. m Q18CU * 
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In a society of 2-parent working families and increasing numbers of single par- 
ents, the need for family day care has never been greater. As recent as just a few 
years ago, some parents could afford to stay home until their children were 2 or 3. 
Now working mothers must frequently return to their job 4-6 weeks after having a 
child. There are no other options! Quality family day care is a necessity to them the 
same way food and housing is. And remember, family day care providers are work- 
ing parents, also. 

PROVIDERS AROUND THE COUNTRY ARE CONCERNED 

Diana Abel of Arizona said, "No new homes are opening because there is no in- 
surance." Siubhan Stevens in California, where a policy is available, said, "Provid- 
ers are quitting because they fear large lawsuits and can't afford the $750 a year 
insurance premium." Rebekah Short from Pennsylvania said, 'The insurance crisis 
could set the family day care profession back 10 years. All the work to promote 
quality home care may go down the drain. Some will quit rather than run the risk. 
Others will operate under the table as they did years ago making it harder for par- 
ents to find adequate day care arrangements." Carol Lynch of Vermont said, 'The 
crisis is affecting employer sponsored child care programs because the employers 
want the providers they sponsor to be adequately insured." The company fears for 
its own liability. Where insurance is found, the nigh cost is being passed on to the 
parents who cannot afford the higher costs. In New Jersey, Sydall Mason of Arch- 
way Programs said, "They convinced IMA to cover their day care homes because 
they cover their centers, but at a price of $800 per home." In Delaware Co., Pennsyl- 
vania, a Title XX program found insurance for its 75 homes, but at a price of $1,000 
per home. 

The National Association for Family Day Care has determined that the availabil- 
ity of infant care in this country is in real jeopardy from this insurance crisis. There 
are not enough day care slots now and this will reduce the slots even further. 

Family day care providers who want to continue in their profession, but not at 
the risk of losing everything they own In one lawsuit, especially when family day 
care is already one of the lowest paid professions. The risk is greater than the com- 
pensation. Even an unfounded lawsuit could wipe out a family day care family with 
court costs and lawyer fees. 

As a provider for 12 years myself, I know I never worried about lawsuits until a 
couple of years ago when day care started getting so much media attention. Now I 
worry every day because I am a single parent, sole breadwinner for myself and two 
teenage children. One lawsuit could destroy my family. Yet, I love what I do and 
don't want to be forced into giving up my family day care profession. My insurance 
is cancelled effective September 2, 1985. I fear continuation of my job but I must 
support my family. My day care parents need me, they sympathize, but cannot 
afford higher rates. I cannot afford the high insurance rates and I cannot pass them 
on to my day care parents. 

Today I close by asking each of you on the committee, "What are we family day 
care providers to do? What are the parents of infants who need day care to do when 
their family day care provider shuts down because she cannot afford the insurance 
or cannot find insurance and cannot afford the risk?" 

STATEMENT OF DEBORAH PHILLIPS, PH.D., DIRECTOR, CHILD 
CARE INFORMATION SERVICE, NATIONAL ASSOCIATION FOR 
THE EDUCATION OF YOUNG CHILDREN, WASHINGTON, DC 

Ms. Phillips. Mr. Chairman, I want to thank the select commit- 
tee for inviting the National Association for the Education of 
Young Children to participate in this extremely important hearing 
on the insurance crisis in child care. 

My name is Deborah Phillips. I am speaking on behalf of the Na- 
tional Association for the Education of Young Children [NAEYC] 
as director of their Child Care Information Service. 

NAEYC is a nonprofit, membership association comprised of 
47,000 individuals, the vast majority of whom work directly in child 
care programs and nursery schools. 

The loss and unaffordaoility of insurance is a real crisis in the 
child care field. It is a crisis that is jeopardizing the availability, 
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the stability, and the qualify of child care in this country at a time 
when this committee has documented an un^edeS need for 
more and higher quality child care preceaentea need tor 

It is a crisis because it is affecting child care programs in every 

^ Pr0gr T 8 , 0f ^ ve 7o t yP e -- da y «"> centers, SnSy day Sr? 
homes, preschools, Head Starts-and programs that serve fomSS 
from alfmcome brackets, regardless of tSh^uSy.^arS 5 
how long they have been in operation and rSardYeWTwSer 
th ey have ever had an insurance claim. wnetner 
NAEYC is receiving 200 calls a week from child care providers 
who cannot find affordable insurance, if they can find^JraS it 

fc A*^, S r this magnitude of cills on any issue in 

survev JrfSAfS 7 ° f ^.""ociation. The only availabl i national 
survey of child care providers conducted by the Child Care Action 
Campaign and the Child Care InfomationWnange atttfe bS 
mng of the summer, suggests that over two-thirdsTthe chUd^e 

Pr %££*X% e i a ^ faCmg 86140,13 P robIem * with iSuran^ 
„„i * • y to , be a new wave of nonrenewals, cancellations 
and rate mcreases by late August or early September wS^I 
when most child care programs renew the? LSce^iicYe? Ch " 
I want to give you a feel foi what we are hearing from the field 

ll M, lghtmg "EE? themes ihat ■» reiterateTagaTaiS Jain 
y w \ n TT m ^ «"* Providers who are callingu7 

*irst, the loss of insurance and the prohibitive rate increases we 
S^fiTK^SS^ P^-ionahsm, quahTyTSms 
nrSSf O our k Nation's very best child care programs are having 
NAEYr, ?? n ^ mg f or< ? abIe IMity coveragTThe eWpleTf 
r^^i Il J abUltv Whey is instructive because the child care cen- 
ft^,*?^ are 81110116 the verv be 3 * this country hasto offer Sid 
uabin%tfie!d rePreSent ^ m0St P^^naU/orienSd^divfd 

The liability policy offered by NAEYC has had one underwriter 

child abuse claims and stringent quality standards are apS as I 
precondition for programs to receive the insuXiS ffSSSy day 
care providers are not included. y aay 

PrS nd ' in8U J r «P ce 18 8X1 absolute necessity for the child care field 
Providers must have insurance, not only as an essentiaJ Drotectfon' 

gal n FWeraf ftShf*" ^ "* ineIigibIe to ^ ^ 

. Twenty-four States require all child care centers to have liabilitv 
insurance and about 7 States include these requirement for fern 1 J 
day care, a requirement most recently enactedTSoraia wffi 
out insurance, programs in these States are opewtineiffllv ind 
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Third, many child care programs are unwilling or unable to pass 
the increased insurance costs onto the families they serve. The 
greatest pressures along these lines are felt by programs that serve 
publicly-subsidized families and other low-income families. 

Head Start programs and programs that serve title XX children 
are simply unable to pass increased insurance costs on to their 
familit because they receive a set reimbursement rate per child. 
There are no parent fees to raise. 

For other programs that serve primarily poor and low-income 
families, their ability to recoup the insurance costs from parents is 
limited by the families' ability to pay. 

Fourth, programs are sacrificing the quality of the care they pro- 
vide and are foregoing program improvements to cover their in- 
creased costs. 

There is no maneuvering room in a child care budget. These pro- 
grams operate on a shoestring. About 70-80 percent of the average 
child program's costs go toward staff salaries. 

Rent, food, and insurance are set costs, leaving only nonessential 
materials and staff-related expenses open to cutbacks. 

We are hearing that programs are considering increases in the 
numer of children supervised per adult, hiring staff with less train- 
ing, reductions in in-service training and cut-backs in the educa- 
tional resources they make available to children. These are precise- 
ly the aspects of program quality that were revealed by this com- 
mittee last year to tear a direct association to the safety, health, 
and development of children in child care. 

Fifth, the insurance industry is establishing conditions and 
standards for insurability that are far in excess of any standard 
that child care providers must presently meet. 

By establishing stringent standards of quality that exceed cur- 
rent practice by most child care programs, the insurance industry 
is effectively writing off child care. 

In our own insurance plan, programs are individually assessed 
using a set of standards that NAEYC established to promote qual- 
ity improvement in the child care field. 

They are high quality, model child care standards. They were 
never intended to serve as a benchmark against which to judge all 
child care programs. 

Our liability policy first became available last month so we do 
not know how many programs that apply for coverage will be 
denied as a result of these stringent conditions. Nor do we know 
how the rates will compare to our previous rates. 

There is a real and a sad irony in this situation because the child 
care providers who are calling us now are the same providers who 
have worked with NAEYC and other organizations to establish 
standards, incentives and funds to support a higher quality of child 
care in this country. 

Now they are paying the price of the lack of Federal standards 
and the extremely minimal standards that exist in many States. 

The link between standards and insurability also catches child 
care providers in an impossible double-bind. Do they forego pro- 
gram improvements to pay for insurance? Or, do they pay for the 
improvements and hope that their insurance rates are not trip- 
pled? Very few programs can afford both. 
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I am very worried about the future of child care in the wake of 
this crisis. Chi d care has historically been viewed by our society as 
a necessary evil. 

, Tfif f ie i d has .withstood the severe cutting of Federal funds at the 
u5T HSj u hls decade » th « recent assault arising from headlines 

about child abuse, and the ongoing lack of rewards or respect for 
ftS Providers. All of these problems have failed to impedl 

the field s commitment to assuring that families who need child 

care receive it. 

But this insurance crisis is different. No matter how hard or how 

Wftn?/ 071 ^ has ,*° creat * a hi 8 h program, in 

just 60 days they can find themselves facing the responsibility of 
caring for children without insurance. ^ y 01 

The real victims, however, are the children. Whatever extra re- 
sources can be found in the child care market will not go to insuT 
ance companies rather than to higher staff-child ratios, better 
trained staff, or retention of staff and these are the true means of 
insuring the healthy care of children in child care 

Thank you very much. 

[Prepared statement of Deborah Phillips, Ph.D., follows:] 
Prepared Statement of Deborah Phillips, Ph.D., Director, Child Care Informa- 
SS C £dc ATI0NAL ASSOC,AT,ON tor ™ e Educa ™" oTyo™ c2E££ 

Mr. Chairman I want to thank the Select Committee for inviting the National 
Association for the Education of Young Children to participate i« l ext^m?£ ?m 
portant hearing on the insurance crisis in child care extremely im- 

r .I"*™? 6 18 1 P ebo J ah Phillips. I am speaking on behalf of the National Association 
for the Education of Young Children (NAEYC) as im^S^a^cSX^ 
mation Service. NAEYC is a nonprofit, membersW^Sation ^onStadtf « MO 
individuals who work in all facets of early education ThTvart \n3^«L J™ 
bers work direct y with children in chili care IrogranS *aml ^mffjtSS Thev' 

toffiSf h the,r *° rk J with J a 8tron 8 MMe °f pnKnafism; "^aloZStSS 
to self-improrement; and a determination to work with us toward tL ^al rffm 

^»* e I Sffi£ ChiM ^ education^r^gr^rn^'coulS 0 ' 
»» K ^ * c . ri8is tl "»t 18 jeopardizing the availability, stability, and oualitv of rhilH 
^J^r tryat a time when this Committee^ 3wS^Z££ 
dented need for more and higher quality child care Child ^are £ int^al 
^^T y mill !? n8 ?f today Vfamifies. Und^th^drSnLtencM ™^ 
mg and dubious classification of child care as being of exteemelThteh 
associated vulnerability to boom-bust patteraofi Kd%?£ LXabl- 

every hS^jJST^if H*** ^H"™ i ' roerama in SSJU of 

how e io f n^tnev f n° m iL™ bra okets; K e£ rf th* qu&'SE^'f 
S Jffi5Mr3iir " 0Perat, ° n ' "* ° f ^the/CK ZZ 



MAGNITUDE OF THE PROBLEM 



NAEYC is receiving 2M calls a week from child care providers who «nnnt r, n A 
affordable insurance, if they can find insurance at all WeS nerer rSS v^d 
magnitude of caUs on any issue in the 60 year history of the Ass^tfon 

The only available national survey of child (providers ™bv the CMU 

Care Action Campaign and the Child Care InfonnatoTfoc S ?rttl» firiSS 
of the summer, suggests that over two-thirds of the^wSK^'Sr^ 
are facing serious insurance problems, and that there to likelvtob^^w^»^ 

Xn e 3 al l , ir Cellati0n8 ' "* ^creases by We A?S* « «h Mf 
when most child care programs purchase their insurance y P r 

cJaSJS Pr0gramS ^ retUrned SUrvey form8 had durance 
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Another 30 plus percent had had their rates increased by over 100%. 

Increases of 300% were not at all uncommon— a finding that is corroborated by 
the calls we have received at NAEYC. 

And, approximately 20% of the programs reported "no problem", but were in- 
sured by companies which have since begun to cancel policies or substantially in* 
crease rates. 

In Michigan, a survey conducted by the State Department of Social Services in 
June of this year revealed that, of 86 child care centers responding, half had had 
their liability policies cancelled or not renewed. Of the programs whose insurance 
policies had been retained, two experienced significant rate increases, one rising 
from about $500 per year to $2250. 

The program manager for Day Care Services who oversaw the study noted that 
there appears to be no relation between cancellations, nonrenewals, and a pro- 
gram's history of insurance claims. 

In Indiana, a survey conducted by the Indiana Day Care Association tells the 
same story. Sixty-five child care centers returned survey forms, including two pro- 
grams that sponsor 250 children served in family day care homes. About 7,000 chil- 
dren are served by these 65 programs. 

One-quarter of the programs had had their liability insurance cancelled or were 
pending cancellation. One-third of the programs had had their rates increased any- 
where from 10% to 400%, with the average increase amounting to 125%. Seven of 
the programs responding had had insurance claims that amounted to less than $100. 
Two programs had insurance claims of $1,000 and $1,500, respectively. 

There was no relation between the programs experiencing cancellations and rate 
increases and those that had had claims. In fact, the woman who conducted the 
3tudy noted that progranw that had filed insurance claims appeared to have experi- 
enced fewer cancellations and smaller rate increases. 

I am not here today to judge whether the insurance crisis is fueled by speculation 
or solid evidence. I have spent hours talking to representatives of the insurance in- 
dustry, to individual insurers, and to underwriters. They are feeling financial pres- 
sures that are forcing them to scrutinize their own policies. They are caught with us 
in the midst of a highly litigious society. And, child care is not the only industry 
affect/ d. This is a problem shared by foster homes, obstetricians and gynecologists, 
nurs midwives, and the cities. 

T ie fact remains, however, that child care is in a highly precarious and volatile 
position. 

I want to give you a feel for what we are hearing from the field by highlighting 
several themes that are reiterated again and again by the numerous child care pro- 
viders who are calling us. 

First, the loss of insurance and the prohibitive rate increases we are seeing bear 
no relation to the professionalism, quality, or claims history of the programs affect- 
ed. Even our nation's very best child care programs are having problems obtaining 
affordable liability coverage. 

One program in Indiana directed by a registered nurse, with highly trained staff 
and excellent staff-child ratios, had its overall annual insurance premium raised 
from $3,200 to $9,000, after calling 15 insurance companies that would not even con- 
sider writing a policy for her. This program has never filed an insurance claim. 

A center in California directed by a teacher with a master's degree in early educa- 
tion, that has operated for 29 years without an insurance claim has had its overall 
rates raised from $8,000 to $25,000 per year. 

The example of NAEYC's liability policy is instructive because the child care cen- 
ters affected are among the very best this country has to offer and their directors 
represent the most professionally-oriented individuals in the field. 

The liability policy offered by NAEYC has had one underwriter withdraw com- 
pletely, despite their having suffered no losses in conjunction with the NAEYC 
policy. We were able to find a new underwriter, although the second policy also 
reached a very precarious point even before it was offered. It was saved only by ne- 
gotiating an exclusion for child abuse claims and stringent quality standards as a 
precondition for acceptance of a program into the plan. 

Second, insurance is an absolute necessity for the child care field. Providers must 
have insurance, not only as an essential protection, but also because programs with- 
out insurance are operating illegally in over half of the states and are therefore in- 
eligible to receive essential federal funds. 

Over half of the states require that child care centers have liability insurance and 
about 11 states include this requirement for family day care— a requirement most 
recently enacted in California. 
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Without insurance, programs in thest* states are operating illegally and are tech- 
nically ineligible to receive federal funds through Title XX, or the Child Care Food 
Program. Even the Dependent Care Tax Credit requires that parents using child 
care programs that enroll more than 6 children use licensed programs. If funds are 
actually withdrawn, many publicly-supported programs will either fold or deterio- 
rate in quality. 

Third, many child care programs are unwilling or unable to pass the increased 
insurance costs onto the families they serve. The greatest pressures along these 
lines are felt by programs that serve publicly-subsidized and other low-income fami- 
lies. 

Head Start programs and programs that serve Tide XX children are simply 
unable to pass increased insurance costs on to their families, because they receive a 
set reimbursement rate per chiid. There are no parent fees to raise. 

For other programs that serve primarily poor and low-income families, their abili- 
ty^© recoup the insurance costs from parents is limited by the families 1 ability to 

Three actual case examples will offer a handle on the amounts we are dealing 
with here. ^ 

A family day care home in California that has operated for five years without any 
insurance claims had its rates increased from $100 a year to $800 a year. She cares 
for children from two families. If she passed the costs on to her parents, they 
would be charged an additional $350 per year. This is more than one month's pay- 
ment for full-time child care :n her program. She had never had a claim filed 
against her insurance in the 3% years she had been in operation. 

The child care center in Indiana, directed by a registered nurse, that I mentioned 

S2 r iSr would n ?*? to char * e lts families an additional $144 per year to cover the 
$o,UW increase in insurance premiums. 

The California center that is facing the jump from $8,000 to $25,000 would need to 
charge each family an additional $100 to cover this increase. About 40% of the fami- 
lies served by this program are low-income and about a quarter are single parents. 

* ourth, programs are sacrificing the quality of the care they provide and are fore- 
going program improvements to cover their increased insurance costs 

There is simply no maneuvering room in a child care budget— the majority of pro- 
grams are nonprofit, and they operate on a shoestring. About 70-80% of the average 
child care programs budget goes toward staff salaries. The remainder covers re- 
source material, physical repairs, rent or mortgage payments, food and insurance. 
Kent, food, and insurance are set costs, leaving only nonessential materials and 
staff-related expenses open to cutbacks. 

Programs are considering increases in the number of children supervised per 
adult, hiring staff with less training, reductions in in-service training, and cutbacks 
m the educational resources they make available to children. These are precisely 
the aspects of program quality that were revealed by this Committee last year to 
bear a direct association to child safety and to the healthy development of children 
in child care. r 1 

Yesterday, I talked to a provider in Woodland Hills, California who told me she 
was preparing to tell her staff that they should not expect any salary increase this 
year, that she would not hire the extra aides she routinely hires, and that they 
would not be purchasing any new materials for the children. Her insurance bill, like 
enroll^ m)ier ' jumped from J8 » 000 10 ^ m for a Program 

Over the last several weeks, our NAEYC staff have been training providers in 
Texas, Florida, and Northern and Southern California to assess child care quality in 
conjunction with our newly-launched Center Accreditation Project. This project is 
an entirely voluntary effort, originating from within the child care field, to promote 
the expansion of high quality child care in this country. 

The field has been extremely excited about this opportunity to "prove its worth" 
Sifi U fuif a S^f are Spw^^ng from child care directors in each of the three 
states that they cannot afford to participate in the Accreditation Project because 
they need the money for insurance, yet they are afraid that without the stamp of 
approval provided by the Accreditation they won't be able to find insurance 

iwen providers who have not yet experienced insurance rate increases or cancella- 
tions are postponing improvements and pinching corners so they have funds in re- 
serve when their time comes to pay higher premiums. 

oHni^i^ ins y rance industry is establishing conditions and standards for insur- 
ability that are far in excess of any standard that child care providers must present 
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By establishing standards of quality that far exceeds anything that has been re- 
quired before, and thus far exceeds current practice by most child care programs, 
the insurance industry is effectively writing off child care programs. 

3n our own insurance plan, programs are individually assessed using a set of 
standards we established to promote qualitative improvements in the child care 
field. They are high quality, model standards that were never intended to serve as a 
benchmark against which to judge all child care centers, but rather as a set of goals 
for programs to achieve following a lengthy self-evaluation. Since this liability 
policy first became available last month, we do not know how many programs that 
apply for coverage will be denied as a result of these stringent conditions. Nor do we 
know how the rates will compare to our previous rates. 

J learned from one of the few remaining insurance companies that is still writing 
policies for family day care providers that they are requiring ratios of 1:3 for infants 
and 1:6 for preschoolers, and raising rates if the home has a pet or a swimming 
pool, if the children are taken on field trips, or if they offer gymnastics or dance 
lessons. 

There is a real sad irony in this situation, because the child care providers who 
are calling us now about insurance are the same providers who have worked with 
NAEYC and other organizations to establish standards, incentives, and funds to sup- 
port a higher auality of child care in this country. Now they are paying the price of 
the, lack of federal standards and the extremely minimal standards that exist in 
many states. 

The link between standards and insurability also catches child care providers in 
an impossible double-bind. Do they forego program improvements— the extra staff 
person, the in-service training— to pay for insurance or do they pay for the improve- 
ments and hope that their insurance rates are not tripled? \ ery few programs can 
afford both. 

A provider in California explained to me that parent fees would need to be raised 
5% to cover her tripled insurance costs, but a 40% fee increase would be required to 
cover the costs cf the program improvements recommended by her insurance com- 
pany to assure that her coverage will be continued in the future. 



CONCLUSION 

I am very worried about the future of child care in the wake of this crisis. Child 
care has historically been viewed by our society as a necessary evil. The field has 
withstood the severe cutting of federal funds at the beginning of this decade, the 
recent assault arising from headlines about child abuse, and the on-going lack of 
rewards or respect for child care providers. All of these problems have failed to 
impede the field's commitment to assuring that families who need child care receive 
it. 

But this insurance crisis is different: No matter how hard or how long a provider 
has worked to create a high quality program, in just 60 days they can find them- 
selves facing the responsibility of caring for children without insurance. It is the 
unpredictability and the complete disregard for an individual provider's efforts to 
run a good child care program that makes this different from previous crises. 

And, we are seeing signs that committed providers and directors of guality pro- 
grams are simply giving up. Ironically, it is some of our most conscientious provid- 
ers who are feeling the pressures most acutely, because they are unwilling or 
unable to pass the increased insurance costs onto the families they serve, and they 
are unwilling to run a program whose quality of care has been seriously eroded or 
to operate without insurance. 

The real victims, however, are the children. Whatever extra resources can be 
found in the child care market will now go to insurance companies rather than to 
higher staff-child ratios, better trained staff, or retention of staff who are being 
drawn away from child care by more lucrative jobs— the true means of insuring the 
safe and healthy development of children in child care. 

I cannot adequately stress the importance of working with the insurance industry, 
a id with your colleagues in Congress to ensure that the immediate insurance crisis 
is alleviated and that its inevitable return in a few years is prevented. The National 
Association for the Education of Young Children will, of course, offer any assistance, 
information, and support as you develop an effective method for addressing this 
crisis. 

Mr. Coats. Thank you. Well you all paint a pretty dismal pic- 
ture, here, of the insurability or, at least, the willingness of insur- 
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ance companies to provide insurance. It is a disturbing trend. The 
question that comes to my mind, and I am sure everybody's mind, 
is: Why suddenly are insurance companies either completely pull- 
ing out of the field, or raising their premiums and standards so 
high that it makes it almost impossible for day care centers to 
comply with the cost or the terms? 

I am wondering— and I just open this question to anybody on the 
panel— I am just wondering— surely when you received your notice 
you called the insurance company or called your agent to ask the 
same question: What has happened? Why? What is the explana- 
tion? 

I am interested in what you heard back from the insurance 
people as you did your investigations, as you searched out new in- 
surance—primarily, when you made that initial call— when I get a 
$5 increase in my auto premium, I call up my agent and say, "I 
have not had an accident, I have not had a ticket. What are you 
talking about? Why are my rates going up." 

I can imagine what your reaction was when you received a 200 
percent, 300 percent increase, or worse, a cancellation notice. You 
had to call and say, "Why? What is the answer?" 

Ms. Solon. First of all, I have not yet gotten around to writing to 
the one that canceled me because I know Alyce is right on top of 
that in talking to the people and I am in touch with Alyce. I am 
going to wait a little bit and see. There was a little bit of a fright- 
ening notice that I had to ask within 90 days in writing or I may 
not even get an answer so I will do that. 

Second, I did call yesterday and— before I had an opportunity to 
write the report— my homeowners insurance company, which is 
USEA, one of the things that was repeated to me reminded me of 
why I had not really paid much attention to homeowners in the 
first place. They only insure me for up to three children. That 
leaves out Erin who is in the picture, who has been with me since 
she was two. 

The reason for that, they made very very clear to me in a kind of 
appeal, that their State insurance manuals prohibit them from in- 
suring professional services and commercial operations. They are 
allowed to insure my operation only if it is incidental tc owning my 
home. 

As soon as I start talking professional then there is another, for 
me very frightening implication, I may be fortunate in having only 
homeowners because I am not a professional to an insurance agent. 

Therefore, I do not have the exemptior for failure to provide pro- 
fessional service. So I can sit back and say, "Gee, that is terriffic. ,, 
However, that is up to a judge to decide, what is professional and 
what is not professional. I have no way to know what I am insured 
for and what I am not, being a family day care provider. A certi- 
fied teacher at least gets an answer to that. I will let someone else 
go on from here. 

Ms. Gellert. I have talked with several insurance ag nts and 
several insurance companies, all of whom have cancelled providers 
in various States across the country and the answer I always get 
seems to come back to one thing. 
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Either they claim they have realized very large claims or their 
fear is that they are going to have real large claims and they are 
going to cancel everybody before they have them. 

Mr. Coats. Why do they have these fears? What are the claims 
arising from? 

Ms. Gellert. No one seems to want to share that information. 
That seems to be a factor that when you come down to asking the 
question of: Well where are these documented claims? Nobody 
wants to part with the information to tell you where they are docu- 
mented. 

Mr. Coats. Well, do you think there is a conspiracy underway 
among insurance companies? Are they getting together arc saying, 
"I*ook, we do not like day care so we are going to cancel out all the 
policies?" 

Chairman Miller. Do you want to ask this audience that" 
Ms. Gellert. My personal opinion, I would say yes to your ques- 
tion. 

Ms. Weaver. If I can iiyect also— what we were told is that day 
care centers are high-risk businesses. Therefore, they are not insur- 
ing any high-risk business. 

The first time we approached the companies about why we were 
being canceled, they told us that it wrs underwriter's reasons and 
they did not have to give us an answer. 

Of course, our next stop was with the Maryland Insurance Com- 
missioner to say: "Why are we being canceled?" and he informed 
us that the insurance companies do not have to give us a reason as 
to why we are being canceled. The thing he kept emphasizing was: 
"Because of all the media hype about child abuse going on in day 
care centers," we are classified as high risk. 

Mr. Coats. Well, that's what I'm trying to get to. That is, is it 
based on experience? Are they giving you answers like: "Look, this 
is our experience: we are losing $2 for every dollar of premium?" 
Generally, that is the way insurance rates are based— actuarial ex- 
perience. Or is it, "We are concerned about what might happen 
given all these stories from the media and so forth, about sexual 
and child abuse, poor standards, health problems, and so forth. It is 
just a risk that we find unacceptable." Are they getting in to that 
much detail and depth with you? 

Ms. Weaver. OK, based on the national statistics, they will not 
release that information. Insurance companies will not release that 
information in terms of how many claims they have had against 
them. 

It has been like pulling tooth and nails, trying to get that infor- 
mation from them. Perhaps maybe you can help. 

Mr. Coats. We have a couple of statistics here, and I just want 
your reaction to them. For instance, St. Paul Fire and Marine In- 
surance Co. gave us some statistics. They said in 1982 they took in 
$667,000 in premiums and paid out $289,000. So they did all right 
there. 

In 1983, they took in $649,000 in premiums but paid out 
$3,000,000 in claims. In 1984 they took in $308,000 and paid out 
nearly $5 million in claims. So based on that, St. Paul is saying: 
"Look, we have not increased our premium total amount cc j 
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in; but, our claim experience is just going out of sight and that is 
why we have to cancel 

Mr. Gejdenson. Will the gentleman yield? 

Mr. Coats. Yes. 

Mr. Gejdenson. Did they indicate what those claims were the 
result of normal accidents that increased, or are we talking sexual 
abuse problems? 

Mr. Coats. I do not have the answer to that. I think that is one 
thing this committee should try to find out. 

Mr. Gejdenson. Hopefully the insurance industry will come in 
because I think it certainly is frightening. In our State, the Head 
Start Program suddenly found itself without insurance. There are 
a number of other providers that are terribly nervous about their 
situation. One of the things we need to address is what is happen- 
ing. It seems that those are certainly astounding changes and it 
would be interesting to find out whether it is as a result of litiga- 
tion or other actions that led to those losses. 

Mr. Coats. I agree with the gentleman. I am wondering— let me 
ask you in your own practical experience— have your claims gone 
up? Have your insurance companies come back to you and said, 
"Look, your association, your group, has paid this much in premi- 
ums but these are the claims we have paid," or, "This is the kind 
of litigation we are facing." When I call my insurance agent about 
my car insurance or house insurance, he always says, Hey there 
are just so many accidents here in northern Virginia. We have to 
keep raising these premium*. We have double the amount of cars, 
the claims are going up, the lawsuits are going up. I am sorry. I 
know you have not had any accidents, but insurance spreads the 
risk and you are going to have to pay for all the excess stuff that 
has been happening." Are they telling you that kind of thing? Are 
they getting back to you? Are you getting any answers back? 

Ms. Weaver. OK. We have not had one claim against us in the 4 
years we have been operating child care centers. You can see that 
with not one claim against us, what has happened in 1985 as op- 
posed to 1986. 

Mr. Coats. Now that is the YW in the Baltimore area? 

Ms. Weaver. That is right. 

Mr. Coats. You have not had one claim? 

Ms. Weaver. Not one claim. 

Mr. Coats. What about YW nationwide, do you have any idea? 

Ms. Weaver. I am not sure what has happened nationwide but 
certainly as to Greater Baltimore in Baltimore, MD, the YW in 
Baltimore City, we have not had any problems. 

We have child care centers throughout the entire State of Mary- 
land. 

Mr. Coats. Do you think they are trying to tell you that they are 
worried about what might happen rather than what has happened? 
Ms. Weaver. We are assuming just that. 

Ms. Gellert. I have been involved with the Pennsylvania Family 
Day Care Providers Association since its inception and we did spon- 
sor the liability insurance program for Pennsylvania providers and 
to my knowledge we have never been given any kind of feedback as 
to how many providers in Pennsylvania filed claims, to have any 
idea what percentage of claims against the premiums are being 
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processed but personally, in terms of providers that I come in con- 
tact with on a daily basis, which probably number somewhere 
around 100 to 200 off and on, I do not know of any of them who 
have ever filed a claim against their liability insurance policy Yet 
the rates keep going up, up, up. 

Mr. Coats. But somebody has to be filing claims. The amount of 
claims paid in just one company is dramatically increased. 

Ms. Phillips. I think it is very important to ask that company if 
those -claims are coming from child care programs. They lump a lot 
of different kinds of their insurance together when they report 
those numbers. It is very difficult to get to the bottom of some of 
those numbers. We have tried to do it and we face the same prob- 
lems with lack of information. 

NAEYC's policy was canceled. The company had experienced no 
losses whatsoever at the time they canceled it. Second, there was a 
survey conducted in your own State of Indiana by the Indiana Day 
Care Association. The conclusion from that study, which found that 
one-quarter of the programs, center-bf ,ed and family day care, had 
had their liability insurance cancele «, a third had had their rates 
increased anywhere between 10 and 400 percent, the conclusion 
was that there was no relationship whatsoever between programs 
that had experienced claims and those that had net. 

And in fact, there seemed to be an inverse relationship so that 
Programs that had had claims, and they are talking very small— 
$200 minor accident minor accident claims in this case — were able 
to retain their insurance and those that had not had any claims 
were having their policies canceled. 

That is one of the worst things that is going here. It is— there is 
no relationship. You cannot predict what is going to happen to 
your own program, based on your own quality, and your own 
claims history. 

Chairman Miller. Does the gentleman yield? 

Mr. Coats. Yes. 

Chairman Miller. I think it is becoming clearer that the insur- 
ance industry should come to the committee and explain exactly 
what is going on. In our discussions over the past month with the 
insurance industry, it appears that the panic within the industry 
that has caused these cancellations or 60-day notices has been gen- 
erated by media reports of child abuse and sexual molestation. Yet, 
we have yet to have a company suggest to us that there has been a 
single such claim. 

In fact, many of these policies exclude claims for abuse. St Paul 
has told us that they do not have any such claims. They have what 
appears to be a pending claim somewhere in the Western United 
States that may have some anticipated losses. 

Now, I do not know whether your $3 million figure or mine is 
accurate. It is clear that the industry is saying different things to 
ditterent folks. Worse they are not saying anything to their clients 
to try to assure them of the reasons for the cancellation. 

We were told the same thing when we began: "Well, this is an 
industry determination. This is a company decision." That is not 
terribly helpful to people who must then turn and explain it to the 
parents who need child care for their children. 
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I know that the minority staff has been as frustrated as the ma- 
jority staff has been in trying to get an answer to the core ques- 
tion: Why this treatment by the industry? We get, "We do not 
know." It is a little hard to design a proper response, whether at 
the State or Federal level, or within the industry. It has been frus- 
trating. 

At this point, I'd have to say we have not had any substantiation 
of economic losses related to the child care claims. 

The issue of whether premiums have been too low and have not 
been increased over a period of years is open to question. But the 
risk of losses from child care claims leading to wholesale cancella- 
tions within this industry, so far has not been substantiated. I am 
told by Mr. Gejdenson that the industry will soon be prepared to 
testify. I hope with Mrs. Johnson's help and Mr. Gejdenson's help, 
we can get that gigantic industry from Connecticut to come in and 
to shed some light on this. I am sorry for taking the gentleman's 
time. I will extend him additional time. 

Ms. Chessnoe. Mr. Chairman, may I address— first of all, to Mr. 
Coats. One reason why we have not called up the particular insur- 
ance company at this point is that when one gets such a nonper- 
sonal piece of paper as this that is run out of a computer, one after 
another, the reason being simply, "program being discontinued/' 
we feel like this is closing the door— do not call us and we are not 
going to call you." 

Mr. Coats. You know they insure millions and millions of people; 
and, they, like all the rest of us, have to operate on a computerized 
basis. I wish life were net like that. I get those notices at home, but 
we all have agents that we deal with 

Ms. Chessnoe. Yes but we have also tried to call 

Mr. Coats. Do you have an agent that you deal with? 

Ms. Chessnoe. Right and the particular one has tried to be en- 
couraging to us that they, in essence, are dealing with three or four 
other companies. However, unless we pay a premium and unless 
we have a policy in our hands, we are not insured. 

And all the hope and expectations are not good enough. They can 
say, "we are trying," but we have to say, "unless we actually have 
the policy in our bands, we are not insured." And right now we are 
not insured. 

Mr. Coats. I understand that, but I do not understand why you 
would not pursue it on a person-to-person basis. 

[Voice from the audience, inaudible.] 

Ms. Chessnoe. The last thing I wanted to make is my 

Chairman Miller. A lot of people in the audience want to testify. 
Obviously we cannot accommodate everyone. We are fully prepared 
to leave the record open so that people who want to comment on 
what they have heard this morning, or suggest questions for future 
hearings, will get an opportunity. I would hope the audience and 
others concerned with this issue would understand that. Go ahead. 

Ms. Chessnoe. Thank you. To continue, as the president of our 
organization here in northern Virginia, I can also say to you, I do 
not know of one case, of all our members, who have requested any 
type of payment. Never has there been an issue addressing liabil- 
ity. 

I am at a loss and we are saying, "why us?" 
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Mr. Coats. I certainly do not mean to question whether or not 
you have done the right thing in terms of following up the insur- 
ance company. I guess we are all frustrated and trying to get an- 
swers as to what the problem is. I think perhaps the answer to that 
is not to ask you but to have the insurance companies come before 
us, testify before us and tell us what is the problem. Why axe the 
rates going up? Why are you canceling the insurance? It occurs to 
me that Mr. Gejdenson and Ms. Johnson are better positioned to 
ask those questions than I am. 

Mr. GEJDpsoN. Not all insurance companies in Connecticut. We 
will certainly talk to the ones in Connecticut. 

Mr. Coats. I thought they were all in Connecticut. 

Mr. Gejdenson. We would like them all to be in Connecticut but 
we do not have quite all of them. 

Mr. Coats. And it occurs to me, Mr. Chairman, that we are just 
in the opening round here. We have more work to do in this 
nsgard. Hopefully, we can schedule, as soon as possible, a hearing 
wh^re we can get that information; and I want to yield back to 

Chairman Miller. Dr. Rowland? 

Dr. Rowland. Thank you Mr. Chairman. I do not have any ques- 
tions here but I will have some questions for the next panel 
Chairman Miller. Thank you. 

Ms. Gellert. Mr. Chairman I would like to answer Mr Coats' 
agentr* 1 fr ° m before when he ***** " Have y° u contacted your 

I have been called by numerous providers across the country 
over the last 2 months— to the point where my daughter hates to 
answer the telephone, she says she wants to charge me secretarial 
fees-because they all say they tried to call the insurance agent 
and the number is always busy. It is either that BMF is getting an 
awful lot of phone calls or they have taken their phones off the 
hook. I am not sure which but I have had numerous complaints 
from providers saying, "We cannot get a hold of the insurance 
agent to ask the question, why are we being canceled." 

Mr. Coats. What is BMF? 

Ms. Gellert. BMF Marketing is the agent that sponsors Mission 
Insurance Co. for family day care providers. 

Ms. Solon. Mission sent us an important notice answering the 
question which is why I did not uother calling them. The important 
notice starts, first sentence, "adverse publicity in the care industry 
has been scaring insurance companies throughout the country " 

Now if that is their notice to me, I figure they are the ones that 
are looking for insurance for us. They are the ones that have 
talked to all the insurance companies so that must be the answer 
and what am I going to do with a lowly provider in Falls Church, 
V A, and why bother to call? 

Chairman Miller. Mrs. Johnson? 

Mrs. Johnson. I would just like to say that I have asked the in- 
surance companies on behalf of some of my providers exactly that 
question, and their answer to me is, "we simply are not in that 
market anymore. They are not in that market anymore because of 
the problems in pollution liability and malpractice and a number 
of other areas All they needed to pull out of the market was a few 
national articles on sexual abuse. We are up against a wall. I hope 
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that through this series of hearings we can get them to come 
before us and document how many cases they have ever had to 
pay. I hope we can separate this issue from the other greater liabil- 
ity issues. 

I would say to my colleagues that if we fail to deal with some of 
the liability issues in the Superfund reauthorization bill, we will 
never be able to protect people like you from what that industry is 
suffering .a a result of broad exposure by laws passed by this body 
It is part of a larger very difficult problem which we have got to 
deal with m other arenas, or we will never be able to deal with it 
in this arena. 

I would remind you that this issue is not unrelated *o what we 
are doing in Superfund. We must deal with liability exposure in all 
areas. Municipalities in my district are suffering rate increases of 
300 percent in their municipal liability. 

When communities are faced with that in the public arena, the 
least of these insurance companies' concerns is the day care provid- 
ers, unfortunately. We are going to have to do something about 
that because it is necessary that you have liability insurance or 
you will not be able to provide child care services. You have been 
caught up exactly in the wave of concerns and the litigious envi- 
ronment that legislation has, frankly, encouraged in America. This 
is the end result of, in my estimation, insufficiently, precisely-craft- 
ed legislation at a number of levels of Government the past couple 
of decades. * 

Now is the time of reckoning, and you are a part of it. I hope 
that we are able to help you, as well as municipalities, with insur- 
ance. 

Chairman Miller. Congressman Monson? 
Mr. Monson. No. 

Chairman Miller. Congressman Wheat. 
Mr. Wheat. No. 

Chairman Miller. In my meetings with representatives of the in- 
surance industry, it was suggested that insurance would be provid- 
ed, or is being provided to Child Care Programs that are sort of an 
adjunct to a larger facility— those that are sponsored by churches 
those that are sponsored by the YWCA and YMCA. 

Your testimony, however, Ms. Weaver, suggests that you are not 
immune from what is being experienced by family day care provid- 
ers or from center based providers that are not associated with a 
larger institution 

Ms. Weaver. You are correct. 

Chairman Miller. Your attachment shows that day care at the 
Y receives the same kind of treatment. You clearly have a larger 
pool of resources to draw from to pay that premium because vou 
have a variety of sources of income. 

Nevertheless, they went through your insurance policy much in 
the same fashion. 

Ms. Weaver. Exactly. We do have a wider resource to draw from 
but you have to remember the clientele we serve who cannot afford 
to pay 

Chairman Miller. We have looked upon the "Y" as a major re- 
source m terms of providing after-school care. They have come into 
the communities that I represent and offered to setup after school 
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programs for what we have termed "latch-key children." Have you 
heard of what impact this is having on those programs? 

Ms. Weaver. What we are looking at is either of two things. We 
either are going to have to close our doors to some of those centers, 
and by the way we do have five after school programs as well as 11 
day care centers. Some of our day centers, in conjunction with day 
care, we also have after school programs. 

We are going to perhaps have to just close down some of our pro- 
grams. 

Chairman Miller. Deborah, do you know if that is true in 

Ms. Phillips. I have not talked specifically to school age pro- 
grams. I have talked to programs that bring in some school age 
children along with other age children. 

But with respect to your earlier comment, within the Head Start 
community, we are hearing that the Head Start Programs that 
have been encompassed within CAP agencies have not been hit as 
hard yet as the independent Head Start Programs. 

However, we are hearing that now the insurance companies are 
going back to the CAP agencies and asking if they include a Head 
Start Program or a Day Care Program under their auspices and 
are probably going to come back in September and look specifically 
at that portion of their services. 

So I think what you suspect will happen is exactly true. It is con- 
firmed by what we are hearing. 

Chairman Miller. Thank you for your testimony. Hopefully 
while this hearing is only a beginning, it will rapidly lead to some 
positive conclusions. The picture that you paint and that hss been 
painted elsewhere is that we seem to abide by the withdrawal of 
coverage, for whatever the reasons. Even if we should find out that 
the reasons are rational and justified, however it is clear from the 
testimony of this panel that the failure to have coverage puts pro- 
viders in an unacceptable position. 

Sometimes people make a decision, as many drivers do, that they 
will go uninsured. They decide they will expose themselves and the 
public at large. But I think that as Ms. Sjlon pointed out, that is 
unacceptable to you and to the people that would leave their chil- 
dren with you. 

What appears to be happening here is that we basically are with- 
drawing one of the underpinnings of the social service network in 
this country. As Congressman Fiorio pointed out, with regard to 
midwives, as Congressman Gejdenson pointed out, with regard to 
Head Start, foster care, the YWCA, after school programs, infant 
programs, support is being withdrawn. Yet we have spent a year 
on this subject and with the support of every member of this com- 
mittee have documented that child care is an absolute necessity for 
many working families, and yet we see that those people who have 
come forward in our society to provide the service are simply 
having the pins cut out from underneath them. 

That clearly is unacceptable. I do not say that in an accusatory 
fashion. But it is obviously a situation that distresses those of us in 
public policy. The option, if that would happen, would be to revert 
to a federally run system of child care, I do not know how else to 
handle the situation, because the children are not going to go away 
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if providers close their doors. The parents are not going to be re- 
lieved of the need for child care. 

Ms. Weaver. Mr. Miller you also need to know that in order for 
these programs to operate, you must have a license. In order to 
have a license you must have some form of liability insurance. 

Chairman Miller. I understand that. And, if you are running 
programs that participate with a Federal component— where there 
is a child care feeding program or title XX moneys, you are in vio- 
lation of the law without a license. Congressman Gejdenson? 

Mr. Gejdenson. Thank you Mr. Chairman. Let me just, in de- 
fense of my State, say that it has not yet been proven that the cul- 
prits are Connecticut-based. I think in the testimony that you 
heard that most of the people who have had their problems have 
had them with companies not based in Connecticut. It is my under- 
standing that Aetna is still in the business. It to some degree re- 
minds me of a story when I was in the judiciary committee in the 
State house. We were looking at product liability legislation and a 
representative of industry came before the committee and told us 
of a horrid story where a judge had awarded a multimillion dollar 
settlement to a gentleman who had used his lawnmower to trim 
his hedges. He said these two neighbors bought a lawnmower and 
each one grabbed hold of a wheel and they walked along the hedge, 
trimmg the hedge. The lawnmower slipped and cut off one guy's 
arms. They went to court under product liability and won millions 
of dollars. We were all astounded at the terrible judge who had 
given such an outrageous award for what was clearly a ludicrous 
use of a lawnmower. 

Almost as an after thought at that hearing, I asked the witness 
to get us some information on that case. He came up with a trade 
journal that had the story and I s*id, "no, I wanted to see the 
actual court case or a report in the newspaper with the court case 
m it. 

All of a sudden, that story disappeared and I certainly hope that 
we are not dealing with just the headlines in some papers about 
what is clearly a problem that we are all concerned about causing 
industries to drop your services. 

Let me get a sense of what has happened in the last 10 or 12 
years. If you can remember, how much have your rates gone up? If 
you cannot give it to us today, maybe you can give it to us in writ- 
ing afterward. What has happened— maybe what has happened 
here is the industry was asleep at the switch, doubtful but maybe 
they have been charging you too little and now all of a sudden with 
some problems out there, they are trying to make up for lost time. 

Ms. Chessnoe. I can address this from— not as far back as you 
say. Our organization, Northern Virginia Family Day Care Associa- 
tion, was founded in 1976. For approximately 2 years, there was 
much negotiation from our organization, with the insurance com- 
pany. 

£ at time> insurance wa s literally unavailable and basically, 
IPA, the company before BMF, was the forerunner in offering this. 

At that particular time I believe our first coverage was maybe 
$65 and we are talking about 1978. 

Mr. Gejdenson. For liability? 
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Ms. Chessnoe. Liability, yes. Also, attached to liability has 
always been an accident policy. 

Mr. Gejdenson. Stitches and what have you? 

Ms. Chessnoe. Right, and those two have gone together at the 
minimum coverage which was offered. From that time we have had 
very very few raises as you can see and as I told you in my testimo- 
ny, December 31, 1984 we could still get insurance at $82 per year. 

From that point you see, it went up to $165 before it was can- 
celled, in a 6-month period. 

Mr. Gejdenson. It went from, basically, between $60 and $80 
over a how long a period of time? Five years? 

Ms. Weaver. From 1978 to 1984. 

Mr. Gejdenson. All right so 6 years they were in that range? 
Ms. Weaver. That is correct. 

Mr. Gejdenson. And then they got out of the market after dou- 
bling the premium. 

Ms. Gellert. I would like to answer this also. We have estab- 
lished over— since about 1978, that would be the appropriate 
time— for a number of years the rates for family day care the in- 
surance averaged somewhere between $85 and $120 per year for up 
until, I guess last year, and at the same time a rider on the home- 
owner, usually, which was restricted to three children, averaged 
$50 to $60 per year, OK? 

A business rider, which is different from a child care rider on an 
insurance, was averaging $400 to 500 per year. 

Mr. Gejdenson. So if you had a small company and provided day 
care services, that is your company? 

Ms. Gellert. Right, and now the same services are averaging 
$800 per year. Or, not available. 

Mr. Gejdenson. Let me ask you one last question. You represent 
what, two or three States here? 

Ms. Weaver. Yes. 

Mr. Gejdenson. Do you any of you know of major settlements 
dealing with child abuse, sexual abuse in any of your States? Any 
settlements at all, any cases? 

Ms. Weaver. No. 

Mr. Gejdenson. Thank you. 

Chairman Miller. Congresswoman Johnson? 

Mrs. Johnson. Yes, let me just say that I think companies are 
pulling out because they are afraid of what the liability might 
become. The reason companies are pulling out completely of pro- 
viding insurance for example to small towns and municipalities to 
cover their solid waste disposal sites is because those companies no 
longer know what they are going to be liable for. In a court case 
last year former clauses that limited their liability for things that 
they did not want to take responsibility for were invalidated. 

Because of this court ruling, former, limiting clauses will not be 
recognized in terms of future liabilities. The insurance companies 
are finding themselves liable for incidents that they did not collect 
premiums to cover. 

I would ask all of you to draw up, for me, what you need as basic 
coverage. 

In other words, do you need coverage for a child who falls and 
breaks its arm, if they pull over a pan on the stove and get hurt, 
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and so on. What would be the possibility of having insurance that 
would exclude a certain kind of problem like sexual abuse? I do not 
know whether we want to entertain that possibility or not, but I 
think we should begin to look at what the ordinary coverage is that 
is critical to your operation. 

Can we circumscribe that liability so that parents who leave 
their children with you know that they will have liability up to x v 
amount of dollars, and above that, their own personal insurance 
should cover the accident — the exposure of that child in whatever 
setting. \ 

This is common in school situations. Often we do not pick up the - < 
school insurance offered throughout the public school system be- 
cause our own insurance is superior. 

What we need to look at, to some extent, is the nitty-gritty reali-" . * 
ty of the interface of individual insurance that many families have 
through their employer and the exposure of their child in your day 
care setting and exactly what you need for licensure. 

If you could begin to work with me on those details, I can begin * 
to work with you and the insurance companies. I see where we can ^ 
find that product that we absolutely must have on the market at a 
reasonable and affordable price. 

I honestly do believe that clarifying the risk that the company is 
taking is absolutely essential to not only an affordable price, but 
even to getting the product back on the market. It is a very similar 
problem to that we are having with the municipalities with mal- 
practice, and with product liability. We are approaching the same 
kind of crisis in all of those arenas. 

Let us just try this approach. It will our thinking and perhaps 
provide some information that we do not have now. Please get back 
to me as to those details. -\ 

Chairman Miller. Mr. Smith? 

Mr. Smith. Thank you, Mr. Chairman. I apologize for having to 
leave the room for a few minutes. I am not sure if tlra question 
was asked; but, what., in your opinion, is the answer — what has to 
be done? Do we have to simply find a financial way, a combination 
of all of this from the Congress to the insurance companies, that it 
pays to pay these high, exhorbitant costs? Do we have to set some 
parameters on legal suits? What is the answer in your opinion; 
what do we have to do? 

We obviously have to be protected — you have to be protected, 
that is for sure, if you are going to operate. What is the answer? 
What do you suggest that we should do? 

Ms. Solon. Well it does not help to ask you to pay for something 
that they will not offer us. 

Mr. Smith. Well, I do not think that is true, but they are not of- 
fering it because they feel they cannot afford to offer it, I suppose. 
But still, what is the answer? You have to have insurance. What 
are you asking us to do? 

Ms. Phillips. I think that what you are doing right now is ex- 
tremely important, which is to try to get to the bottom of the prob- 
lem, to try to understand the real impact for child care providers 
and children and families. You and Representative Gejdenson have 
commissioned the GAO report, I would like to see that speeded 
along as quickly as possible. 
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I would like to see reports from that made public as soon as thev 
emerge rather than wait for the final GAO report to be issued 

would also ask you to come back and talk to us again in Sep- 
tember when you reconvene because we are hearing that this crisis 
if E omg o to get much worse August and September, before it gets 
better So to get an accurate estimate of the magnitude of the prob- 
lem, I think we are going to have to come back and inform you in a 
couple of months. And I would like to have the opportunity to do 

Mr. Smith. Sure. 

Ms. Weaver Could I answer that question also. What we would 
like to see so far as the YWCA, as well as the day care directors 
. organization that I represent today, is some type of cap. What we 
are afraid of is if our insurance increases this drastic this year 
what is going to happen in 1987, what is going to happen in 1988' 
what is going to happen in 1989? 

Wlu t we foresee is ourselves completely out of business if there 
is not lome type of cap on the insurance rates. 

Mr. Smith. To the best of your knowledge, is the same thing hap- 
pening with other groups who are also in some way minding chil- 
dren, for example, camps, school districts 

Ms. Wuaver. It is my understanding that the same thing is hap- 
pening nationwide, anywhere where you have people involved with 
the livelihood of children. It is just not a local problem. It is a na- 
tional problem. 

Most people are just— agencies and centers— are just biting the 
bullet and finding monies from somewhere, cutting back on other 
things to pay for the insurance prices because they need insurance 
and they are just not complaining about it. Some of them are 

Mr. Smith. You feel that the carriers are getting to the point 
where they may not provide liability insurance for school districts 
boys and girls camps? 

Ms. Weaver. Sure. In Baltimore, MD, I know that is the case be- 
cause the mayor of Baltimore is currently meeting with all the in- 
surance- executives around the whole State of Maryland as to why 
their insurance rates have increased also. 

So this is just not a center— day care center— problem, it is a 
problem nationwide, wherever children are involved 

Mr. Smith. Thank you. 

Chairman Miller. Thank you very much for your help. We 
expect to be in continued touch with you. 

The second panel the committee will' hear from is made up of 
Mr. Jim Chastain, who is a professor of insurance at Howard Uni- 
versity and director for Center Insurance Education, Washington, 
uu; Joseph Silverman, who is the executive vice president of BMF 
Marketing Insurance Services from Sherman Oaks, CA; and Geor- 
gia D. Yocum, who is the chief executive officer of Loma Rica In- 
surance Agency in Grass Valley, CA. 

Your written testimony will be made a part of the permanent 
record m its entirety and to the extent that you can summarize, we 
will appreciate it. 

We will hear first from Mr. Chastain. 
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STATEMENT OF JAMES CHASTAIN, PROFESSOR OF INSURANCE, 
HOWARD UNIVERSITY, DIRECTOR, CENTER FOR INSURANCE 
EDUCATION, WASHINGTON, DC 

Mr. Chastain. My name is James Chastain; but, after hearing 
the testimony I have heard for the last hour, I think it might 
better be changed to Daniel. 

I am employed as a professor of insurance and director of the 
Center for Insurance Education at Howard University. 

I have been an insurance educator for 33 years. I served as dean 
of the American Institute for Property and Liability Underwriters. 
For 6 years, I served as the educational consultant to the Confer- 
ence of Insurance Legislators, and recently I served as chairman of 
the Steering Committee fot implementation of the District's no- 
fault automobile insurance law. 

My comments today are entirely personal, made at the request of 
the rommittee staff. It is my understanding, reinforced this morn- 
ing, that a problem exists regarding the availability and affordabil- 
ity of liability insurance covering child care facilities. 

Similar problems have occurred at other times with respect to 
flood insurance, fire and theft insurance in the inner city, automo- 
bile insurance for high risk drivers, medical malpractice insurance, 
products liability insurance, life insurance for military personnel, 
municipal liability insurance, and surety bonds for minority con- 
tractors, to name a few. 

These problems have been resolved in various ways over the 
years. Sometimes with, and sometimes without, government action. 
Some of the factors probably relate to the current problem of child 
care insurance are as follows: 

Nobody in the insurance industry has told me that these are the 
reasons for the problem; but, as an observer, it seems to me that 
they are probably important. 

First of all, with regard to the current insurance climate, there 
are more than 3,400 companies who write some kind of property 
and liability insurance. The vast msgority of insurance is written by 
about 900 companies which belong to about 100 groups of compa- 
nies. 

These 100 groups compete fiercely for market share. There is a 
common misconception, I think, that all insurance companies work 
together, but it is my impression that there are various factions in 
the insurance business that would like nothing better than dc 
other factions in. 

The companies use a variety of marketing systems and financial 
structures. They compete not only against themselves, but against 
off-shore companies and against various self-insurance and risk re- 
tention plans that various companies have. 

The lack of concentration of the insurance market, such as exists 
in many other manufacturing-type of operations, among a few in- 
surers is probably responsible for the radical swings and insurance 
price and availability known as the underwriting cycle. 

At the top of the underwriting cycle, prices are high, underwrit- 
ing is moderately tough producing good profit to companies. 

The last top of the underwriting cycle occurred in 1977 and 1978. 
This encourages new capital into the insurance business. It encour- 
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ages lower underwriting because companies want to get the premi- 
ums and it encourages reduced rates. 
Profits decline This part of the cycle then produces rate wars 
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Some types of liability insurance have longer tails than others so 
that this litigation can occur much later. Malpractice— medical 
malpractice insurance has a long tail. Products liability insurance, 
especially asbestos cases that may date all the way back to 1940, 
has a long tail. Insurers are aware of the special long tail problem 
involved in losses involving young children. 

For example, losses from a physical abuse may go undetected for 
years, or the child may sue years after receiving the child care 
upon becoming an adult. 

Years of bad experience in medical malpractice and products li- 
ability insurance have made underwritings wary of any type of in- 
surance with a long tail. 

The fourth factor that I see as important is the nature of the 
child care exposure. My impression is that the child care business 
has groym rapidly and haphazardly in the last 20 years. 

Facilities range from large franchised operations to home base- 
ments converted for the care of two or three children. 

The quality of staff may vary radically from facility to facility, 
and from time to time. State standards also vary widely. 

In such a situation underwriters may need some time to learn to 
sort out good from bad risks, and they may be going through that 
period now. 

I would classify, on the basis of these four factors that I have 
been talking about, the present child care insurance market situa- 
tion is more of a problem than a crisis. 

The phase of the underwriting cycle likely to emerge in the next 
2 or 3 years, following the present phase, will improve the situation 
greatly when companies can get the rates up to the point where 
they begin scrambling for business again. 

However, it is still true that we are all dead in the long run. An 
improvement likely to occur in 2 or 3 years does not satisfy the 
child care business owner with an immediate problem of availabil- 
ity or affordability for liability insurance. 

Because of the complexity of the child care business, I do not be- 
lieve there is a quick fix to the problem. However, I believe that 
some actions could help to reduce the problems. 

We have talked this morning about the importance of better 
communications between insurers and child care businesses. I be- 
lieve that can help. This hearing can help. The next one to be held 
later can help. 

A study of the nature and extent of child care exposures followed 
by a conference between underwriters and child care business man- 
agers could help. 

A communications network, coordinated by State insurance de- 
partments to put child care businesses with insurance market prob- 
lems in touch with interested underwriters might help. 

Such a network was established several years ago to deal with 
the somewhat similar problem in products liability insurance. 

A study of the nature and extent of child care business insured 
losses would be helpful both to the underwriters, in distinguishing 
between good and bad exposures, and to child care business owners 
to aid them in more effective loss control actions. 

What we are seeing now in child care is something that we have 
been through several times before in products liability and medical 
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malpractice, where following a market crisis, there was great em- 
phasis on loss control activity by the insurers. 

There probably needs to be more work on loss control at the 
child care center. One other modest action might be considered— to 
amend the Risk Retention Act of 1981 to include child care busi- 
nesses. 

This act was passed to help with the rapidly rising cost and re- 
ported unavailability of products liability insurance. 

The law created alternatives to traditional commercial insurance 
by making it easier to self-insure through risk retention groups 
and permitting the purchase and sale of group insurance. It is my 
understanding that that act has been helpful and is expected to be 
substantially more helpful in the acquisition of products and risk 
solutions than it has been in the past because of the current 
market crunch. 

In summary, I believe that more information, better communica- 
tion, time itself, and perhaps some group insurance and risk reten- 
tion groups legal— making them legal is all that is needed to deal 
with the current child care insurance problem. 

[Prepared statement of James Chastain follows:] 
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My name U J**s J. Chastain. I am employed as Professor of Insurance 
and Director of the Center for Insurance Education at Hovard University. 
I have been an insurance educator for 33 years and served as Dean of The 
American Institute for Property and Liability Underwriters , :he organization 
granting the professional designation Chartered Property and Casualty 
Underwriter. For six years I served as educational consultant to the 
Conference of Insurance Legislators, and recently served as Chairman of 
the Steering Committee for implementation of the District of Columbia's 
No Fault Automobile Insurance law. My comments are entirely personal, made 
at the request of the committee staff. 

It is my understanding that a problem exists regarding the avail- 
ability and affordability of liability insurance covering child cate facili- 
ties. Similar problems have occurred at other times with raspect to flood insurance 
fire and theft insurance in the inner city, automobtle insurance for high 
risk drivers, medical malpractice insurance, products liability insurance, 
life insurance for military personnel, municipal liability insurance, and 
surety bonds for minority contractors. These problems have been resolved in 
various ways with and without government action. 

Some factors probably related to the current problem of child care 
inaurance are as follows: 

1. CURRENT INSURANCE CLIMATE 

More than 3,^00 companies write som forms of property or liability 
insurance, but the vast majority is written by aSout 900 companies operating 
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in all or most states. Most of the 900 coapsnies are parte of ebout 100 
••groups" which compete fiercely for market share. The companies use a 
variety of marketing systems, and financial structures, and compete not only 
against themselves but against off-shore companies and self-Insurance and 
risk retention plans. The lack of concentration of the insurance market 
among a few insurers is probably responsible for the radical swings in 
insurance price and availability known as "the underwriting cycle". 

At the top of the cycle prices are high, underwriting is moderate 
producing good profit. The last top of the underwriting cycle occurred 
in 1977-78. This encourages new capital into the business, looser under- 
writing, and reduced rates. Profits decline. This part of the cycle 
produces •'rate wars" and "cash flow underwriting," the name given to loose 
underwriting. Underwriting losses develop but may persist f * * several 
years when offset by investment gains. This part of the most recent under- 
writing cycle lasted from 1978 to 1983, lenfthened by high interest rates 
and a rising stock market. During this period agents told horror stories 
of accounts paying $80,000 last year, being quoted by the agent this year 
at ^60,000 and lost to a competitor with a rate of $40,000. 

fhe turning point in the cycle occurs only wh«n company executives 
become alarmed by financial failure of some other companies, when there 
is unrest among the owners of the company or when the reinsurance market 
tightens. This occurred in late 1983. In 1984 companies began to raise 
prices and restrict underwriting. This •ren'i is likely to continue for 
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another tvo or three years. The doubling of prices for some insurance 
this year is returning of prices to the 1577-78 level. 

The increased prices and restrictive underwriting ere not unique to 
child care fecilities. They exist for virtuelly ell personel and commercial 
lines of insurence. Just lest week, for example, the leading writer of 
sub-standard automobile insurance in the District announced plans to ceese 
ell writing here. Some agents heve told me thet companies ere declining 

a ll new business et present. ' 

The Teble below shows the extent of industry losses in the line 4 
Net Underwriting Gein (Loss). The loss in 1984 ves greater than 1983 
beceuse there is e leg between premium increases and improved financial 

figures. " 



Operating Rt^ulls. Property /Casualty !n*urrrs. 196 M 963 
(000 Omitted From Dollar Figures) 
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2. BAD LIABILITY INSURANCE EXPERIENCE. 

Child care liability Insurance Is Included In Cenersl Liability 
statistics. The Tsble below show) that General Liability Insurance has 
been worse (137. 6X i n 1983) than the average (109. 9X in 1983) of all 
property/casualty Insurance. In attempting to regain a profitable pea It Ion 
It Is not surprising that companies are focusing attention on General 
Liability. 
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3. THE L0NC TAIL 

When liability insurance Is written on an "occurrence" basis the 
insurer may be responsible for a loss litigated many yearj after the 
policy date. Some types of liability Insurance have longer tails than 
others. Medical malpractice Insurance has a long tall. Products liability 
insurance (especially asbestos) has a long tall. Insurers are aware of the 
special "long tall" problem Involved In losses to young children. 
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For example, losses from physical abuse may go undetected for years, or 
the child may sue yesrs after receiving child care, upon becoming an adult. 
Years of bad experience in medical malpractice and products liability 
insurance have made underwriters wary of long tails. 

4. NATURE OF THE CHILD CARE EXPOSURE 

Hy impression is that the child care business has grown rapidly and 
haphazardly in the last twenty yeara. Facilities range from large 
franchisee! operations to home basements conve 1 for care for two or 
three children. 

The quality of staff may vary radically from facility to facility, 
and from time to time. State standards vary widely. In such a situation 
underwriters may need some time to learn to sort out good from bad risks. 

I would classify the present child care insurance market aituation 
more as a problem than as a crisis. The phase of the underwriting cycle 
likely to emerge in two or three years, following the present phase, will 
improve the situation greatly. However, it is still true that "we are 
all dead in the long run" and improvement likely to occur in two or three 
years does not satisfy the child care business owner with an Immediate 
problem of availability or af fordability of liability insurance. 

Because of the complexity of the child care business I do not 
believe that a quick fix is possible. However, some actions could help 
reduce the problem. 
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Better communication between Insurers and child care businesses can 
help. This hearing helps. A study of the nature of child care exposures 
followed by a conference for underwriters and child care business- managers 
could help. A communications network coordinated by state insurance 
departments to put child care businesses with insurance market problems 
in touch with interested underwriters might help. Such a network was 
established several years ago to deal with the somewhat similar problem 
in products liability insurance. 

A study of the nature and extent of child care business insured 
losses would be helpful both to underwriters, in distinguishing between 
good and bao exposures, and to child care business owners to aid them in 
more effective loss control actions. 

One other modest action might be considered — to amend the Risk 
Retention Act of 1981 to include child care businesses. This act was 
psssed to help with the rapidly rising cost and reported unavailability 
of products liability insurance. The law created alternatives to tradi- 
tional commercial insurance by making it easier to self-insure through 
risk retention groups and permitting the purchase and sale of group 
insurance. It is my understanding that the Act has been helpful. 

In suunary, I believe that more information, better comnunication, 
time and perhaps making group insurance and risk retention groups legal 
are all that is needed to deal with the current child care insurance problem. 
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STATEMENT OF JOSEPH S. SILVERMAN, EXECUTIVE VICE PRESI- 
DENT, BMF MARKETING INSURANCE SERVICES, INC., SHERMAN 
OAKS, CA 

Mr. Silverman. I would like to extend my thanks to thic com- 
mittee for the opportunity of presenting testimony on the care pro- 
vider insurance dilemma with the availability of professional liabil- 
ity insurance. 

Earlier the panel was asked to come up— the first panel was 
asked to come up with the types of insurance that was needed. We 
have known for a long time the type of insurance that is needed by 
the day care community is professional liability but because of the 
definitions, it does not fit the court system of education, training, 
and development. 

We have coined the phrase, negligent supervision and that is the 
crux of the majority of the claims that we have seen. This type of 
coverage was first made available in 1970 by a company that we 
acquired in 1982 

Since that time three companies have provided the coverage on a 
national basis. Two of them have canceled the program because 
premiums did not keep up with losses and the most recent cancel- 
lation was the result of the insurance company losing its reinsur- 
ance. Since the first of April, we have contacted and discussed the 
problem with over 50 insurance companies in the United States. 

To date, only one of those companies has agreed to undertake 
writing family day care insurance and that company is limited to 
do business in the State of California. 

In the other 49 States, we are still trying to solve the problem. I 
will not go into depth of the insurance availability for foster 
homes. I have elected to touch on the subject only because their li- 
ability exposures closely parallel that of family day cai^ providers, 
and the combined adverse publicity of foster care, family day care 
and day care centers has contributed to the problems of categoriz- 
ing these classes of business as high risks. 

Periodicals received by our office generally agree that there are 
over 1 million family day care providers in the United States and 
the number is growing at an estimated 30 percent a year. 

A true number is really not known but information from re- 
search such as the Senate Latch-key Report indicates that as much 
as 70 percent are unlicensed and unregulated, commonly referred 
to as underground homes. 

Yet the majority of the current legislation occurring throughout 
the country is aimed at the law-abiding 30 percent who take pride 
in their professionalism. These regulations can include change in 
habitat structure, mandatory education, medical training such as 
CPR, communicable disease identification, first-aid and mandatory 
insurance. 

With the recent enactment of mandatory insurance laws, large 
numbers of care providers have been seeking the availability of in- 
surance after learning they are not covered by their homeowners 
policy. 

Our research has shown that almost 75 percent of the people 
who have insurance for family day care homes have relied on their 
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homeowner insurance and have now just found out that it does not 
cover negligent supervision. 

Although much of the legislation is supported, there is a great 
concern that runaway legislation making demands which cause 
hardships on the care providers may force many care providers 
into the ranks of the underground homes. 

Enforcement of licensing or registration remains less active due 
to manpower and budgets, and the penalties imposed are not ade- 
quate enough to cause concern of the unlicensed home provider. 

The unlicensed provider is not hampered by many of the ex- 
penses and restrictions on the number of children and are able to 
take advantage of the acute shortage of day care facilities. 

This it not to say they are not good providers. Only that the 
public does not have the advantage of regulated controls for health, 
criminal or safety violations. 

Since 1984, more and more States, and in some cases cities, have 
either passed, introduced or are considering legislation making in- 
surance mandatory. 

To date, we know this to be the case in Arizona, California, 
Idaho, Illinois, Kansas, Massachusetts, Nevada, New Jersey, Penn- 
sylvania, and throughout the military. 

The care provider industry seems to have hit its zenith of public 
awareness in the past several years primarily due to the adverse 
publicity relating to child abuse and sexual molestation. 

This publicity has been unfairly associated with care providers 
when department of social services and the care provider advocates 
are aware that there is research revealing that between 90 and 98 
percent of these items that hit the news media occur in the child's 
own environment, not that of the care provider system. 

The adverse publicity, the long period needed to discover losses, 
our existing tort system, high-legal expenses involved in insuring 
activities associated with minors has caused the insurance industry 
to place care providers in a hi;jh risk classification. 

The insurance industry is trying to recover, as has been pointed 
out earlier, from several years of very high losses. Their losses 
have also impacted their ability to insure many risks due to the 
availability of their surplus. 

Accordingly, they are raising insurance costs dramatically and 
are making business decisions net to insure many high risk classes 
of businesses. I might add that the availability of day care liability 
insurance has also impacted other lines of insurance involving 
family day care providers. 

Some insurance companies have either cancelled or refused to 
write homeowner policies for people caring for children in their 
homes, in spite of the fact that that business pursuit is not covered 
nor do they provide the negligent supervision coverage. 

It has happened with such frequency in the state of Washington 
that legislation has recently passed prohibiting the cancellation or 
refusal to write insurance because of day care activities. 

Recent less figures accumulated by our office has shown that 
over the last 7 or 8 years the insurance companies have incurred 
losses of almost $2 for every $1 they have taken in in premium. 
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These are hard figures and substantiated by the statistics that 
they have provided to us. Historically, there is a delay of several 
years in reporting losses. 

One reason is the lack of urgency to meet a time restriction. 
Minors have until they reach their majority age before a claim 
must be filed. 

Often it is many years before that claim is brought forward. It 
also a matter of not knowing that a claim exists or that one can be 
made. 

This late reporting and development of losses has made future 
loss predictions and acturarial development extremely difficult for 
the foster and family day care risks. 

In conclusion, I would like to state that our records indicate that 
the family day care home insurance program and that of the day 
care centers is an insurable risk at an affordable cost. 

It is our belief that the claims activity for this class of business 
should not prohibit insurance companies from offering the insur- 
ance providing they can maintain a premium— an adequate premi- 
um level. 

The problem has not been one of frequency. There are very very 
few claims that are filed throughout the country in proportion to 
the number of homes that are insured. 

The problem is severity and when a claim does occur, the legal 
expenses and the settlement costs run into the tens of thousands of 
dollars. 

If insurance is not available, many providers will go out of busi- 
ness, impacting an industry already facing a shortage of facilities. 

If the cost is prohibitive, or if costs cannot be passed on to the 
consumer, it could effect the community at large in a number of 
ways. One would be increasing the number of latch-key children, 
which we already know has an impact on the police and fire de- 
partment's costs, and another by increasing the welfare roles with 
those who have to quit work because they have no place to leave 
their children. 

A recent development that has occurred in California that had 
hit the papers is that many families who cannot afford day care 
are starting to place their children, after school, in the public li- 
braries, saying, "stay here until 7 until we come to pick you up." 

The cost, again, is a matter of claims lag. The cost since 1978 
has—that is on file with my testimony— shows that the rates have 
not kept up with the losses. 

The coverage— we know what they need. It has to be negligent 
supervision. The insurance companies face the problem of un- 
known exposures. 

The courts impose liability on the insurance system but the poli- 
cies were not intended to cover. Another reason that was alluded to 
earlier is that they are running scared. 

We see some of the solutions as Federal relief for those who 
cannot afford day care and the cost of it because of the increase in 
insurance costs. 

We also see the need for higher tax deductibility for the people 
who use day care so that if the costs are passed on, they can afford 
them. Because if we do not and day care falls by the wayside, then 
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the economy of this country is going to be greatly jeopardized by 
the loss of productivity and manhours of the working single pare.it. 
Thank you. 

Chairman Miller. Thank you. Ms. Yocum? 
[Prepared statement of Joseph Silverman follows:] 

Prepared Statement of Joseph S. Silverman, Executive Vice President and 
Chief Operating Oft xcer of BMF Marketing Insurance Services, Inc. 

My name is Joseph S. Silverman. I am the executive vice president and chief op- 
erating officer of BMF Marketing Insurance Services, Inc., a California corporation 
and wholly-owned subsidiary of Bayly, Martin, and Fay International, Inc. 

I would like to extend my thanks to this committee for the opportunity of present- 
ing testimony on the car* provider industry's dilemma with the availability of pro- 
fessional liability insurance. 

I first became acquainted with our existing specialty insurance program for 
family day care homes, and foster parents, in the spring of 1981, just prior to our 
acquisition of another company who, in 1970, had originated a specially-designed 
policy insuring foster parents and family day care homes for their legal liability 
arising from negligent supervision. 

This insurance was first made available through the Hartford Insurance Co., 
where it was offered for approximately six years, until the program was cancelled 
because premiums were inadequate to cover losses. 

In 1977, National Union Insurance, Co. of Pittsburg, PA began to underwrite the 
program until August 1, 1983, when they also elected to discontinue providing cover 
due to inadequate premiums to cover losses. 

In August 1983, Mission Insurance Co. became the underwriter for these pro- 
grams. In 1985, they lost their reinsurance and processed cancellation notices July 
1, 1985 on all the programs nationwide. 

I was personally involved in the accumulation of claims statistics for replacement 
of the insurance programs, both after National Union decided to discontinue this 
class of business in 1983, and again in 1985, when the Mission Insurance Co. can- 
celled. 

The difficulty in finding another insurance company in 1983 was not as pro- 
nounced as the more recent attempt in 1985. To date, we have contacted over 50 
companies, and as of today, we have found only one company willing to offer the 
insurance for the family day care liability program. Unfortunately, they are permit- 
ted to do business in California only and cannot offer coverage in the other States. 

My testimony today will be confined to insurance availability and claims informa- 
tion for foster parents and family day care homes. The loss information developed 
from approximately 1977 to the present will be broken down into two categories; 
foster parents, and family day care homes. 

I will not go into depth on the insurance availability for foster homes, as the 
impact is not presently affecting a significantly large part of the foster parent popu- 
lation. 

I have elected to touch on the subject only because their liability exposures closely 
parallels that of family day care providers, and the combined adverse publicity of 
foster care, family day care, and day care centers has contributed to the problems of 
categorizing these classes of business as high risks. 

Insurance, with some minor exceptions, is made available to the foster parents 
either by a State, county, city, or one of their designated agencies. It is either pur- 
chased in the form of a separate policy or included in their insured or self-insured 
programs. 

It is important to note that there is no constant on the number of homes or chil- 
dren. There is a high attrition rate among foster parents and frequent turnover in 
children. 

Although most foster parents are licensed for a maximum of six children at any 
one time, a foster home could care for a greater number during a 1-year term, de- 
pending on the turnover, which is controlled by those agencies making the place- 
ments. 

The profile of the foster parent has changed. Over the past few years, local gov- 
ernments budgetary problems, coupled with changes in social ideology has taken de- 
linquents, physic, and/or mentally handicapped, and troubled teenagers out of insti- 
tutions and placed them in foster homes. 

It is also necessary to review circumstances which are changing the profile of the 
care provider. This office works closely with the National Family Day Care Associa- 
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tions. Most of the State and local associations, advocacy groups such as the Chil- 
dren's Foundation in Washington, DC, as well as resource and referral agencies 
throughout the country. We are in constant touch with care providers, both through 
daily contact and through workshops and conferences. 

Periodicals received by our office generally agree that there are over 1 million 
family day care providers in the United States and that the number is growing at 
estimates of 30 percent per year. 

A more exact number is not known. Information from research, such as the 
Senate latch-key report, indicate that as much as 70 percent are unlicensed and un- 
regulated, commonly referred to as "underground homes", yet the majority of the 
current legislation occurring throughout the country is aimed at the law-abiding 30 
percent who take pride in their professionalism. 

These regulations can include change in habitat structure, mandatory education, 
medical training; such as, CPR, communicable disease identification, first aid, and 
mandatory insurance. 

The greater percentage of family day care providers have erroneously relied upon 
the homeowners insurance to provide coverage for their day care activities, or elect- 
ed not to buy insurance. 

With the recent enactment of mandatory insurance laws, large numbers of care 
providers have been seeking the availability of insurance after learning they are not 
covered by their homeowners policy. 

Although much of the legislation is supported, there is a great concern that run- 
away legislation making demands which cause hardships on the care provider may 
force many care providers into the ranks of the underground homes. Enforcement of 
licensing or registration remains less active due to manpower and budgets, and the 
penalties imposed are not adequate enough to cause concern of the unlicensed home 
provider. 

The unlicensed provider thrives because they are not hampered by many of the 
expenses or restrictions on the number of children, and are able to take advantage 
of the active shortage of day care facilities. 

This is not to say they are not good providers, only that the public does not have 
the advantage of regulating controls for health, criminal or safety violations, to 
name a few. 

Since 1984, more and more States, and in some cases cities, have either passed, 
introduced or are considering legislation making inrurance mandatory. To date, we 
know this f o be the case in Arizona, California, Idaho, Illinois, Kansas, Massachu- 
setts, Nevada, New Jersey and Pennsylvania. 

The care provider industry seems to have hit its zenith of public awareness in the 
past several years because of all the adverse publicity relating to child abuse and 
sexual molestation. 

This publicity has been unfairly associated with care providers when departments 
of social services and the care provider advocates are aware that there is research 
revealed that between 90 to 98 percent of these items that hit the news media occur 
in the child's own environment, not that of the care provider. The adverse publicity, 
the long period needed to discover losses, the tort system, and high legal expenses 
involved with insuring activities associated with minors has caused the insurance 
industry to place care providers in a high risk classification. 

The insurance industry is trying to recover from several years of huge losses. 
These losses have impacted their ability to insure many risks due to their available 
surplus. 

Accordingly, they are raising insurance costs dramatically and are making busi- 
ness decisions not to insure many high risk classes of business. 

This has also impacted other lines of insurance involving family day care provid- 
ers. Some insurance companies have either cancelled or refused to write homeowner 
policies for people caring for children in their homes, in spite of the fact that busi- 
ness pursuit is not covered under the policy. 

It happened with such frequency in the State of Washington that legislation was 
recently passed prohibiting the cancellation or refusal to write insurance because of 
day care activities. 

Before commenting on premium and loss statistics, I wish to express that the in- 
formation contained here is specific to programs developed and offered only by our 
office. I wish to state I am not degreed, do not hold any professionally-designated 
classifications nor do I have any formal actuarial training. However, 16 of my 21 
years in the insurance business have been with two of the largest insurance broker- 
ages firms in the country developing and administering insurance for trade groups 
and associations. 
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JKSffir 98 - 1 ' 18825 a " d ^ 000 from AugU8t 1983 to April 1985. SSS^aSR 
? of - th ,e Mission ProP" 8 ™. went to $160.00. canceua 

tion mlmbTrship cS. he "* " 5445 00 which includeS a $30 0 ° «««*»- 

In conclusion, it is our belief that the claims activity for this class of business 

~n l i fl ?„t?n r0h,b, V n8U r ance conges from offering the insurance T^Z&S 
can maintain an adequate premium level. ^ ^ lnt!y 

If the insurance is not available, many providers will eo out of business imiwt 
ing an industry already facing a shortage of facilities * business, impact- 

eff^™^^^ °ll { C08U Can , ,,0t * o» to the consumer, it could 

ettect the community at large m several ways; one, by increasing the number of 
lateh.key chi.dren, which has an impact on the police and ^department's «ste 
and two, by increasing the welfare roles wi'h those who wouSI^ to^ wffi 
because they have no place to leave their children. q vorlun « 

™2H EMENT 0F GE0RGIA » YOCUM, CHIEF EXECUTIVE 
OFFICER, LOMA RICA INSURANCE AGENCY, GRASS VALLEY, CA 

Ms Yocum. Thank you for inviting me. I have learned an awful 
lot today. I was asked to share my views and I am going to quickly 
go over some things that have already been said 
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First I would like to address the fact that the people who we 
have literally lost the market for or did for a short while were the 
day care homes. That is one child to 12 children. 

I still have many markets open for day care centers but the 
rates, of course, are considerably higher. The reason that the mar- 
kets have not closed completely on the day care centers is because 
they can obtain a higher premium for their exposure. One to 12 
children— we are under $1,000 and that really is a very very small 
premium for their exposure. 

My main thrust is to give you an idea, or my opinion, as to what 
has happened in the insurance industry and there are possible so- 
lutions that I see that I will get into but first of all I want to tell 
you the good thing that has come out of this. The very good thing 
is that for the first time in 45 years, since this industry was born, 
post World War II, it is now acknowledged as a business and these 
businessowners, for the first time, are going to come out of this 
with professional product that are offered to them as businesses. 

They are no longer going to be referred to as "babysitters" be- 
cause they are not. I have not seen one sit on a baby yet. I stole 
that phrase. 

The good thing is that we have realized that we have over 
1,200,000 professional providers in America. And in California 
there are 38,000 licensed and 32,000 active. 

These professional providers had legislation moving to require 
them to have liability insurance in the fall of 1984. At the same 
time, in the fall of 1984, in October, to be exact, the insurance com- 
panies had a very short rope put around their necks and yanked 
very tightly. 

They had been wanting your insurance dollars so badly that 
where they should have been charging you $5 for an exposure, they 
were charging 50 cents. They kept cutting rates, which has already 
been alluded to, to obtain the control of your dollar. 

They were making more money on the investment of your dollar 
than they were on the insurance underwriting risks part. 

They mismanaged their companies so badly and let them not get 
out of that, nobody has really told these big giants out there that, 
hey you are a part of this problem and you have to be a part of 
the solution." You have been mismanaging your money so badly, 
our money, that you lost your reinsurance market in October 1984, 
75 percent of the insurance companies, writing 95 percert of the 
insurance liability risks in America lost their reinsurance markets 
overnight. Just like that. 

Now we have to picture the person who is going to solve this 
problem. The man who was in charge— I say man because I do not 
know of any women executive underwriting vice presidents at this 
time in the big companies sitting back in Connecticut— here comes 
Connecticut again, but I want you to picture this person making 
the decision. 

.1 come from inside a company so I kind of understand what they 
did. The man is 63 years old and is about to retire. His wife never 
worked. He is in charge of all the underwriting profit or loss in 
America for his company. 
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u S/?!? u ? m J the mornin S at 6 > he turns on the news and he sees 
the McMartm day care center losses. The defense costs are horren- 
doire in that loss. There are no losses paid, just the defense costs. 

He goes off to his office and is told how much money they are 
losing. He is told that he has lost his reinsurance markets. He is 
told he has to cancel half of his agency force. He is told that the 
other half can only write half the number of cases that they had 
the year before at triple times the premium and then he goes home 
at night and at 6 he sees the McMartin day school problem again 
and all he sees is this day care problem. 

He is completely unaware of what a professional provider is or 
how important the professional provider is to the American work 
force. 

He does not realize that if that provider does not go to work the 
next day, over 50 percent of his insurance-related employees will 
not go to work because they will not have a place to put the chil- 
dren. 

That will have a ripple effect in the Federal Government. How 
many of your people use providers? In the State government and in 
my business I have 18 employees, 11 of which are dependent on 
providers during the day. 

My mother got me involved in this in the fall of 1984 because she 
is the longest licensed day care mother in California. She has been 

mu? 8 io r over i 40 years 80 1 have a Pers 011 ^ interest in this also. 
. .This 6d-yearold man has never used a day care provider because 
his wife never worked. He is too far removed from his grandchil- 
dren, who are the children of the yuppies that are out now. Many 
of which I see in this room. He does not realize that his daughter- 
in-law and his son go to work everyday and they put their children 
in a provider s home. Now the provider's home is usually a little 
more expensive than a day care center. It does not get the Federal 
funding that the day care centers get. 

So you see a different segment and a different complexion taking 
place in the provider home of 1 to 12 children. It is an entirely dif- 
ferent complexion that it was post World War II. 

The solution can be one of three. First of all, we can mandate, 
like our fine Senator from California has drawn a bill which is 
being announced this morning in California, Senator Seymore, 
mandating that insurance companies who sell liability insurance in 
a certain State, particularly California, has to assume on an as- 
signed risk basis a portion of that liability. 

I do not think when you force anyone to do anything that is a 
reasonable or successful solution. I have been working for 8 months 
with many, many insurance carriers. Over 500 to be exact We 
have good records on that 

We now, today, and I have been— my agency is representing 
Scottsdale insurance in Scottsdale, AZ. We have just been approved 
in 12 States. So we have the day care insurance available in 12 
States and we also have never lost the market for the centers and I 
want to stress that. 

The rates are not nice but they are there. Mandating is not going 
to work in the seven msgor insurance carriers, of which most of 
them are in Hartford, CT, have now opened their doors to us and 
are sitting down with us and we are talking. We are educating the 
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63-year-old man that he has an underwritable risk which you have 
alreidy alluded to and I appreciate that. 

Th^y have watchdogs take this business we are talking about, 
first of all they cannot be in business legally without a license. I 
would like for you folks to see what these providers go through to 
obtain a license. 

It is not an easy licence to obtain. Secondly, they have a network 
throughout the United States like none you have ever witnessed. 
Good or bad news travels through this network like wildfire. You 
can announce something in California at 9 a.m. and by 1 p.m., Cali- 
fornia time, it has been heard if it is really hot news, by most of 
the providers. They have an incredible network. They are watch- 
dogs. They are proud of their industry. These are proud providers, 
they are proud of their business. 

I just want to give a little side-line. I have not been speaking out 
of 38 associations in California, I have spoken to 30 and what I 
found in each meeting, there was a growing force of husbands 
being involved in the family business and this is becoming a true 
family business with them. They come to the meetings and work 
with the wives and that way do not have to pay an employee to 
work to have 12 children. They take their business very seriously. I 
have been to some of their conventions, I have been to some of 
their training meetings and I will tell you this profession is a 
proud profession and moving faster than anybody, especially me, 
could imagine when I got involved. 

This underwriting vice president has got to see that he has a risk 
that is underwritable and profitable. We talk about profit and I 
hear the losses. Mr. Coats explained the premiums versus the 
losses by 3t. Paul. 

I have a statement on that Mr. Coats. They did not tell you that 
those losses were not from day care. Those losses are just like all 
the other losses that the insurance industry is throwing out to get 
out of facing their responsibility in this crisis. 

They have never segregated the difference between a child care 
provider, a convalescent home, an elderly home provider and nurs- 
ing homes. That is a fact. And the insurance industry is using their 
other losses to get out of facing this high profile risk. 

That has got to be brought out. The insurance industry, if they 
understand they have an underwritable risk and the provider un- 
derstands running a business and doing business is paying a rea- 
sonable premium for their exposure and their liability and these 
people can get together around a table and we can come up with 
products, which if you want me to go into detail, we have a theory 
that will work and I have discussed it with some of the major carri- 
ers and they are interested in your response. They are willing to 
set down with us 

Chairman Miller. I hate to do this to a witness but I have just 
been informed that we will be scheduled for a vote shortly. If I can 
just ask you to summarize, so I can be sure we will have an oppor- 
tunity to ask you questions. 

Ms. Yocum. OK, I will summarize very quickly. The solution that 
I think will wOik, we can continue on the route that we are going 
right now and educate, over a 3-year year period, enough insurance 
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companies to get competition back in the field and that would take 
3 years. 

The other alternative is to turn to you folks in this committee 
and say you can solve this within 30 days if you will make a loan 
to an entity that is formed that will go to the carriers and let them 
bid for this money to give them their reserves that they do not 
have now and these reserves would be only for the day care provid- 
ers or for the child care industry. 

These reserves now relieve their problem. These reserves now 
allow us to immediately put into competition and put a quality 
B? rf, ^«S atl0llwlde availa *>le at around a $500 premium per home. 
The $100 a year permium is gone forever. This would get this 
going. We have the right people lined up and ready to monitor it 
The companies that would be awarded the contract would be based 
on competition and in 5 years that $10 million less than $100 per 
provider of the 1,200,000 providers in America, less than $100 for 
those people for a loan— a loan cost loan— would be repaid within 5 
years to the Government to put back to work for another industry 
TT T his product would be available for agents to sell throughout the 
United States so you are not taking away from private enterprise 
insurance. 

This product would eliminate Federal funding. It is a Federal 
loan to solve a very sincere crisis that we are facing now This is 
not giving money away. This is solving the problem— loaning to the 
insurance carrier who obtained the contract— or carriers, I think it 
should be 3 to 5— we have more details on this if you would like 
the summary m writing on it. But that I think that is the possible 
solution that should be researched. 

[Prepared statement of Georgia Yocum follows:] 

Prepared Statement of Georgia Yocum 
First ht ire define who we are taking about. We are not talking about Day Care 
wi? * V ; it- ar ,f n u 0t ^ ut Pre-Schools, we are not talking about babysitters. 

We are talking about licensed in-home child care Droviders. There is a growing fac- 
tion of men and women in this business, together 'these men and women are active 
in their associations and committees and are growing in numbers. The number of 
? to iTiww £%P P E ! * P r0V1 S"> n 8 to f take care of and educate are anywhere from 
1 to \l children. This business has been growing steadily over the past 40 years and 
has evolved from a babysitting "Post World War II" term to a "now" profession 
that has not been recognized until the crises we are facing today. That crises being 

Street Amenc^ c^n° S ° an n0t ° btain the S * me qUaIity of insurance that Main 

JSSEa ^ w '!L%o5 fied wh0 - we a , re toIking about let ' 8 identifv when the crises 
started. In October 1984, approximately 75% of the insurance companies writing 95 

P!^? ™ msur *nce liability lost their re-insurance market. How did this 
happen/ tor 5 years these insurance companies wanted your insurance dollars so 
badly that they continued to lower their premiums to obtain control of your insur- 
ance. Eventually the claims dictated that the premiums should have been higher 
At the same time their investments turned sour, interest rates went down* the 
losses started climbing and chewing up their insurance dollar. The insurance com- 
panies that carried this re-insurance came in and said, "wait a minute, you have 
been running your business badly. You are losing money, you've put us in a bad 
position, and we re pulling our re-insurance." The insurance companies lost their re- 
insurance market and a very short-quick yank on the rope brought a halt to selling 
insurance m America at the rate and at the volume that it had been sold before 
Exactly at the same time the legislators are mandating through different bills the 
requirement for liability insurance to these professional parents. That's a good bill 
they should carry habifity insurance if they are a professional business. But it was 
gi/en to the parents in the wrong manner, and there is really nothing we can ^o 

Uk 65 



61 



about that now. So that you understand the repercussions of how it was presented, 
January 1, 1985 the bill was mandated in California, and I'm not sure of the effec- 
tive dates for the other states, but when the providers and parents called to find out 
how to buy this insurance (they had never shopped for commercial insurance before) 
they were told by the top of the licensing bureaus, and at the legislative levels by 
their representatives, just pick up the phone and call your local insurance agent 
that handles your homeowners and auto insurance. We all know what happened 
then. They caused a mass of cancellations of homeowners and auto insurance be- 
cause the people writing the homeowners were not in the commercial underwriting 
business. They could see themselves defending the McMartin type case ol 1 over 
again so they got off the risk. In order for these providers to maintain their h<o*- 
owners and automobile insurance they are now withholding the in-home day care 
information. Now not only can they not buy the commercial insurance, we've 
caused the mass cancellation of personal insurance. What are we going to do about 
it Mandating it is not the way to make it happen. You know and I know that it 
may be one of the solutions in a lot of ways but the best thing for America today in 
this crises is to get the providing insurance carriers to understand that they have 
an underwritable risk. That's an educational process. And we need to get the provid- 
ers that have to buy the insurance to understand that there is no such thing as a 
$100 a year premium any longer and to understand why the insurance carriers are 
frightened of their risk. It is not because they have lost money on them before but 
because they have a problem completely unrelated to the day care situation. We can 
solve it if we can educate the two factions. The cost of doing business in your home 
is buying commercial insurance, and it's going to cost $500 to $1000 a year. 

We need to educate the decision makers at Hartford, Aetna, CIGNA, Fireman's 
Fund, and all the other insurance companies. We have vie --presidents in charge of 
underwriting throughout the United States who see the McMartin type cases on the 
6:00 news and directly relate that to all day care. We can still obtain insurance for 
child care center*, higher rates, but we can get it. The education process needed 
here is this 63 year old man, who is the decisionmaking underwriter, about to retire, 
his wife never worked his children were never required to go to a professional pro- 
vider. He doesn't realize that he has an underwritable risk. If we don't inform him 
that he does when he has a $1 to spend in the insurance market is he going to put 
that $1 risk in Main Street America where he has a lot of experience, or is he going 
to put it in the high profile of the McMartin type cases. 

That's all h^ sees. He does not see these 1,200,000+ professional parents in Amer- 
ica that if they don't go to work tomorrow the State and the Federal Governments 
don't go to work tomorrow, and my little tiny business with 18 employees doesn't go 
to work tomorrow. That's how impc.tant they are in the survival of America. In the 
business world they are vital. So we have to solve this problem quickly, efficiently 
and satisfactorily to both parties. Both to the 63 year old underwriter who can t 
relate to the fact that these "what he thought of as babysitters" are professionals 
who belong to associations who many have college degrees, and I hav talked to 
many of them with masters degrees in education and varying areas who have 
chosm to stay home and raise 5 or 6 or 12 children. We have to educate him that 
when they got their license they went through a tremendous research. Their homes 
are inspected, their yards are inspected and they finally get a license. Now they 
belong to an association, if you think you've ever seen a network of associations 
you've never seen anything like the network of those licensed daj care providers. 
Word travels good or bad with them, like wildfire, faster than you can telephone 
across the United States they've got it to a million providers. The network of asso- 
ciation people are the best watchdogs we have. They care about their children, if 
they have a bad egg in their midst they aren't like some professionals who hide 
their head under their wing for their own reasons, they let other providers know. 
Their association is notified and they act swiftly to correct the wrong. That's the 
best watchdog we could ask for. 

We've got rigid licensing, association membership, and if the insurance companies 
inspect all other commercial businesses why wouldn't they expend the same dollar 
to inspect a $600 to $700 or a $1000 premium for liability insurance. They can hire 
their own third party inspection drawn up to their own specifications and cut loose 
the $15 or $20 out of their premium to satisfy themselves that it is a secure risk. 
These are three very good watchdogs and the fourth if this is drawn properly, will 
be your local insurance agent who's the field underwriter who select these people. 
We will have a program that licensed agents throughout the United States can sell. 
That is the ultimate solution. We need five or six of the big carriers to sit down 
around a table and design the plan needs. We put in the exclusions that we need 
and if we need to legislate a cap on settlements, legislate a cap on settlements. Now 

ERIC co 

mmmtm 52-924 0-86-3 'DO 



62 



we have created a solution to a problem that's profitable for all sides. The insurance 
earners are going to share the risk, share the profits and share tiTloW TOe^ 
V^T K re ,!°i!! g t0 hav ,V Droduct that the >' *n afford and FriMl^Swte 
good, should their watchdogging be as effective as we antiripate it to be ?thS?are 
^ profits They are going to share in that profit. Now we canlower She premium 
for them in lieu of dividends or this type of thing. premium 

n3jL re „ a . re ot i he 1 av ? nues th . e y fan go such as self-insured. You and I both know 
2£ bS ?■ *? W t he game - U ma y te i» the future 6 or 6 years foSS 
we have f P^^™ h ^ 1P ♦ them to n0t to P remature ' ™e other solution is SS 
we have a Federal Government program or a guaranteed insurance pratram and 
that is federally subsidized and takes out of the realm of reality and kLTuTawav 
from having free private enterprise. Let's solve this with tiTpartfes > bmKToSE 
standing each other's problems and accepting the solution that can be IS 
7„ IS £ me ! tmgS - We , are very close, at least the^urance comK 
are not shutting their doors any longer, they are opening their doors and savin* 
listen let's sit down and talk. We're that close to having a wlution & tf £ F Xal 
Government today wants to do something I challenge^ to get t^eU^er wd have! 
meeting and share what we are willing to do to get this going mX^htdi^tion 
We've already started we are here together today, we have Tsome 2 aSble 
3 months ago we didn't A week ago we only had one markel now" e tave^o in 
California. We need to keep competition in this to keep tilings health" 

Chairman Miller. Thank you. Congressman Rowland? 

Dr. Rowland. Thank you very much Mr. Chairman. I just wish 

?n^ mple E? nt ""L 1 ^ Coats ' the rankin S minority mei 
on this subcommittee-this committee-for focusing on this area I 
vE£a rS, f£ excellent hearing and certainly there has been men- 
tioned relationships between what we are talking about here and 
otner areas. 

I assume Mr. Chastein that you were talking about being called 
Daniel of the story of Daniel in the lion's den. is that correct? 
Mr. Chastain. Yes; I was. 

Dr. Rowland. Well, as I recall that story, when Darius threw 
SS! S £ 6 !° n - u? "r" - went J? ack the next m °niing ( he found 
W ? SL? ^L rig K.' 0f course ' this was k"*™* the »ons' mouths 
had been sealed. Those who were responsible for Daniel being 

fe^V^T i5 e ? were them selves thrown in and they werf 
™ a l under - S 0 ' 1 thmk you are going to be all right 

inSt^l ? nd who are the problem and tear 

into them. What I wanted to mention was that there r-Tems «~ 
some common thread here. I want to ask about some or me a. a* 

SSJ^^ ?W}v*? n mentl0n r i for example, the problem with 
professional liability insurance where we have seen the cost of pre- 
miums just escalate out of sight. p 

Even those medical organizations that have formed their own 
ble afsoT™ Tir 1 - 68 are nOW fmding that the y ^e in trou- 
^{ftatSS^JJ 0 mCrea8mg nUmber ° f laW8Uits - d the 

Someone mentioned earlier the fear about what will happen The 
people that are running the day care centers now find trouble get- 
SXwSfK 1 ? ms ^ rance - While they have not had any suite to 
happen that much, they are still very fearful of what may hanpen 

i was at home this past weekend and was talking with someone 

try. He tells me that he is not going to be able to get product liabil- 
ity insurance any more after this year. 

fJlwf mention e d earlier about not being able to get contractors 
to clean up hazardous waste dumps because they cannot get insur- 
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ance to cover them in case the dump is not clean— we could just go 
on and on. 

It seems to me that there is a tremendous black cloud hanging 
out here pulsating that is just waiting to explode. My question to 
you is this. Is there some common thread here, might it be the fear 
of suits thfit might take place? How can we deal with that, should 
we look at the possibility of changing our tort system in some way? 

I do not know. I am just looking for answers because it affects 
these people who run these child day care centers just as it does 
many areas in our society. Do you have any thoughts on that, with- 
out taking up very much time, but just a comment or two? 

Mr. Silverman. The fear is very real. The adverse publicity, his- 
torically, has brought about more claims. We see a direct correla- 
tion of the number of claims activity, whether they are founded or 
not is academic. 

The fact is that the claims activity is there because of the public- 
ity and the cost of litigation for defending these allegations are 
very expensive and that is one of the reasons why the insurance 
companies are a little bit worrisome about what they might be get- 
ting into. 

Dr. Rowland. I see. 

Ms. Yocum. I think to put a cap on the losses would be some- 
thing that could be looked at. I know there are a lot of legal ramifi- 
cations on that but if you put a cap on an award, then what you 
are going to do is see a lot of the deep-pocket insurance attorneys 
stop taking these cases because they can get $2, $3, $4 million if 
they could only get $300,000 per loss, a lot of them would disapp°ar 
very quickly and the suits would be settled reasonably quickly. 

Dr. Rowland. Do yor think that could be addressed on the fr. - 
eral level— I know that there are some States that have enacted 
legislation to put a cap on the awards and it has now been over- 
turned by some of the State courts in the area of professional li- 
ability. Do you think that should be addressed on a Federal level? 

Ms. Yocum. I think it should be addressed on a Federal level be- 
cause this is a Federal crisis and I think it should be reacted on 
very very quickly or we are not going to get insurance companies 
back in the marketplace like they are tiptoeing into now. 

Dr. Rowland. Mr. Chastain, do you 

Mr. Chastain. I would not approve of a cap at this time. I think 
that we should take the legal system as we have it and find a way 
to pay for it. 

Dr. Rowland. Do you think there should be any consideration 
given to addressing our tort system on a Federal level? 

Mr. Chastain. Yes; I think there should be. 

Mr. Silverman. This is not the first time that the subject of tort 
reform has been brought up, I am sure. My only comment, Mr. 
Rowlai d, about a cap is that I do not feel qualified to establish a 
cap on a claim of an 11-year-old child involved in an accident— this 
is a claim that we have now— who is literally a vegetable. I do not 
know how you could put a cap on that type of a claim so depending 
on the circumstances of the merits of a claim, I think each claim 
has to stand on its own. 
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Dr. Rowland. Mr. Chairman I could pursue this for another 
hour or two but I will terminate it right here and yield back the 
balance of my time. 

Chairman Miller. Thank you. Congressman Coats? 

Mr. Coats. Mr. Silverman, you said that child care was an insur- 
able risk at an affordable cost. I assume in that statement, by that, 
you meant that there would have to be certain exceptions and limi- 
tations. Perhaps, you just said that we should not have a cap, but if 
child care is an affordable risk— an insurable risk at an affordable 
cost, what kinds of exceptions would we be talking about in the 
policy? What kind of items should we be exploring? What questions 
should we be asking the insurance companies in terms of what 
would the policy look like? What would the exceptions be and so 
forth? 

Mr. Silverman. Well, with a little bit or pride of authorship, our 
particular insurance policy is a specially design, what we call man- 
uscripted form. To my knowledge, it is the only one in the country 
that addresses day care by definition. There is no problem with the 
insurance form itself. 

Insurance companies, for years, have excluded, either directly in 
the policy, or by inference, criminal acts and that goes on to sexual 
abuse and criminal abuse. The costs of defense by the policy is nec- 
essary. Our policy happens to exclude any loss arising out of sexual 
abuse but we will defend for the allegations of that sexual abuse. 

ITiere are a lot of cases that are brought about without merit 
and the providers are innocent. When I say that the risk is insur- 
able at an affordable cost, I only ask that the insurance companies 
evaluate the risk as an actuarial exposure, not from an emotional 
standpoint. 

I would like them to turn off their radios and not read their 
newspapers for about 60 days and look at some of the statistics 
that we have available for them and if we can get pass that emo- 
tional impact, we can demonstrate that the cost can be affordable 
and the risk is insurable. 

Mr. Coats. But part of that problem would be what you charac- 
terized as late reporting or long-term risk. You cannot necessarily 
put an actuarial table to (particularly, in a situation where you 
have a minor that is able, 10 years later, once he becomes majority 
age, to file suit) an alleged abuse or neglect or negligence that 
might have taken place 10 years prior when he was 8, 10, or 12 
years old. You cannot really put an actuarial table to that at this 
point can you? Is that part of the problem? 

Is that part of the emotional response that you are getting from 
the reinsurers? 

Mr. Silverman. In our opinion, and I think we can substantiate 
that with the underwriters, that a change in the way they evaluate 
their losses and the way they are carried forward in the rate 
makeup has to be made. 

Currently an insurance company will allocate the losses that it 
receives in a given year with known reserves against the currently 
collected premium. 

All too often the insurance companies, who are in the business of 
spread-of-risk, lose sight of the fact that they are not doing that. 



ERLC 



65 



We have insurance companies that have reported $1 million losses 
on $300,000 in premium. 

What we ask is, "what are the losses on that specific class of 
business on a national scope?" I have publicly made the statement 
that, "if care providers are not insurable because of this terrible 
publicity that has been going on, then I submit to you, neither are 
homeowners, aircraft companies and a number of other institutions 
that are insured throughout the United States." 

We had two bombings of an aircraft in the last 60 days. I do not 
see insurance companies canceling all the aircraft industry. Maybe 
it is because the premiums are a little different. 

Maybe it is because they have better statistics. In California, we 
recently had 39 homes destroyed by arson and 11 people killed. I do 
not see p. mass of insurance companies canceling homeowners in- 
surance policies nationwide. I have yet to understand why, other 
than the emotional impact, are they canceling the day care provid- 
ers. 

Mr. Coats. But that potential long-term exposure could be— I do 
not know if I want to use the word— "valid reason," but could be a 
reason. It is the potential exposure to the risk. When they had the 
oil crisis, when they were bombing the oil tankers in the Middle 
East, insurance rates either doubled, tripled, quadrupled or insur- 
ance was not available for a period of time because that perceived 
risk was there. 

It was not necessarily based on actual experience but it was 
based on what might happen. Insurers decided— Lloyds of London 
decided that it was too big a risk to carry at that particular time. 
So that is always going to be a factor. 

I guess my questions are: Are there things that we can write into 
the policy? Are there agreements that we can make when we sit 
down with the care providers and insurers around a table? Are 
there elements that we should be looking at that would quantify 
potential risk and, therefore, bring insurance back into the busi- 
ness? 

Mr. Silverman. The tail, as alluded to earlier, is a major concern 
of the insurance industry. It is being addressed currently by the in- 
dustry on liability exposures across the board. There is work being 
done now by the industry for a form change that will help elimi- 
nate the problems of the tail and direct the cost for that tail cover- 
age to those industries that have the need for it. 

Part of that stems from the tort reform that we were talking 
about earlier and I am not prepared to go into that at this time 
because that is another hearing by itself. 

One of the things that is going to have to be done is the cost of 
the insurance is going to have to keep pace with the losses and 
with the tail. 

What has been the problem for the last 12 years is from 1977 
through 1983 there was not a rate increase and yet the tail losses 
were mounting and no adjustments were being made in the premi- 
um to cover it. 

What they were looking at was a long period of low premiums to 
cover an equal period of higher losses that were developing in later 
years. 
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Mr. Coats. So the bottom line is that you think insurance can be 
written, but the cost to the day care providers is going to be higher 
and the limits of coverage are going to be, perhaps, more narrowly 
defined and the deductibility is going to be higher. In other words, 
it is going to cost more to get insurance, but it can be provided. Is 
that your bottom line? 

Mr. Silverman. Yes and I think so at affordable rates, even if it 
means some sort of government subsidy for the lower income 
people and the deductibility of care provider-cost to the consumer. 

Chairman Miller. Congressman Monson? 

Mr. Monson. Thank you, Mr. Chairman. Ms. Yocum, how does 
an insurance company build adequate reserves on borrowed 
money? 

Ms. Yocum. It would not go to the insurance company. It would 
go to a policy that would be insured by an. insurance company and 
those reserves— right now the companies do not have their re- 
serves. That is their biggest problem. 

Where they had, let us say, $1 million a year ago, they may have 
only $100,000 they can put out at new risk today. When they make 
that decision, are they going put that money that they have now— 
$100,000 that they can put out to risk because for every dollar they 
take from you they have to put some money in reserve— are they 
going to give it to main street America where they have a lot of 
experience and their chances of a slip and fall are a lot different 
than this risk or are they going to give it to the day care that is 
such a high profile. 

Not necessarily a high risk, but a high profile business now. You 
do not give it to the company, you give it to a policy reserve. So if 
you have a policy reserve that is, for lack of any other name, a pro- 
vider s insurance group policy, that these providers can join and 
pay their premium to— if you want to see the acturarial formula, it 
will work because there is enough money provided that can be col- 
lected on a premium basis. 

The problem here is getting— finding that insurance group or 
carrier, because it is going to take a group, if they do it on their 
own, finding that carrier or a group of insurance carriers that have 
the money they can actually set in reserve, and they do not have 
it. 

Why they do not have it is not the problem. That is not going to 
help the solution. They do not have it. So I say if we can come up 
with a reserve and we walk into a carrier and say, "OK, this is our 
own reserve for own group policy. We want to buy your paper." We 
now have created something almost instantaneously and then you 
have the premiums coming in and you haw your own reserves 
building and then you will be able to pay that money back to the 
government that created the reserve. That is all you need. 

Mr. Monson. Well, that is quite a bit different than the way it 
came across in your original testimony. I appreciate that explana- 
tion, but I would like to see more detail on it so I can try to under- 
stand it a little better before I sign off on that. 

Ms. Yocum. It has been done successfully. I can show you vhe 
track record so the wheel has been created. Not in day care but in 
other forms. 
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Mr. Monson. Well, if you could get me some information, I 
would certainly appreciate it. 
Mis. Yocum. I would be happy to. 

Mr. Monson. Professor Chastain, as far as insurance companies 
are concerned, are they required to do anything with reserves that 
they may have in areas that they decide to no longer insure, or are 
they free to just keep those reserves and apply them to other areas 
of insurance? 

Mr. Chastain. Well, those reserves are there in order to cover 
the losses that have occurred on whatever policies they were writ- 
ing previously. They have to maintain those reserves to let that old 
business run off, but, if there is money left over after the business 
runs off, then they get to keep it. 

On the other hand, if there is a shortage after that business runs 
off, then they have to make up those reserves from other places. 

Mr. Monson. Is there any evidence that they may have accumu- 
lated reserves in excess of what they will be required to pay out? 

Mr. Chastain. Probably to the contrary. In most of the other 
areas that involve long tails, companies have had to go back and 
supplement their reserves. 

Mr. Monson. What do they have to do with the regulators before 
they can discontinue providing insurance, anything? Or, are they 
free to do it any time they choose? 

Mr. Chastain. It differs from one line to another and how much 
they want to discontinue; but if they want to discontinue writing a 
whole State and withdraw from that State everything they do, then 
they would have a right to do that. 

Otherwise, the State insurance commissioner has some areas of 
moral suasion and, sometimes, law to protect them. 

Chairman Miller. It is either on or off. 

Mr. Monson. Do we have a situation with the companies? Or are 
all liability coverages covered in the same reserves or do they seg- 
regate them according to different lines, such as automobile, day 
care providers, et cetera? 

Mr. Chastain. There are several different ways the companies 
have of reserving but, in some cases, they have individual policy 
reserves where they know that the reserves are for individual 
losses that they have. 

And, in other cases, they have class reserves that cover a whole 
line of business; but, in any case, they would doubtless be able to 
separate child care centers from their otter lines of business inter- 
nally. 

It would be a matter of getting that kind of information from 
them. 

Mr. Monson. And does that vary according to State, also, in the 
State insurance department requirements? 

Mr. Chastain. Probably not. Companies could—it is my impres- 
sion that the accounting in this place is uniform. 

Mr. Monson. Thank you very much. 

Chairman Miller. Congressman Smith? 

Mr. Smith. Are we not really dealing with something that goes 
beyond your industry and bevond the providers here into a more 
far-reaching societal problem? Are we not all essentially— depend- 
ing on which side of the fence we are on— if we are the suer we 
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want to get as much as we can get; if we are the suee, we do not 
want to lose. 

I do not know if those words are correct but the idea is. I think 
that the discussion of some type of cap or scale or some sliding 
scale or something seems to me to make sense; and I think we 
probably should be looking along those lines. 

I do not think we can continue to have unlimited liability for ev- 
erything that happens. Somebody could fall coming iu here, and 
what is a broken leg worth? Is it worth $4 or $5 million? Is it worth 
$4,000 or 5,000? 

Until we determine that as a society, either through the laws or 
some other way, I do not think we are ever going to solve this 
thing. Essentially, an insurance is not going to insure if they do not 
know what the parameters are. 

You cannot blame them for that. They are a business. On the 
other hand, you certainly have to realize— somebody, I think Mr. 
Rowland mentioned— I was at a testimony last Monday on toxic 
waste and it was the same thing. • 

The companies involved with toxic waste cannot get insurance 
either. It is the same thing. It is a societal thing, I think, that goes 
beyond this. I would just like to conclude with one question or com- 
ment. At least two of you, regarding insurance, testified that you 
felt that it should be— I believe you said it should be— affordable 
and available for day care providers. So, I would suggest that the 
two of you that said that get together with the folks that are going 
to be cut-off from their insurance before you leave the room and 
give them some short-term help while we try to deal with the long- 
term problem. Thank you. 

Chairman Miller. Mr. Chastain, you indicated you thought the 
insurance providers may be sorting out the risks for child care. Yet 
the first panel and Mr. Silverman seemed to indicate that the with- 
drawal from this field is based more on a sense of panic. 

It seems more like a general retreat than a sorting out of the 
risks. Do you have any statistical evidence or any evidence from 
the insurance companies that suggest that there is a careful sort- 
ing out of benefits and risks? 

Mr. Chastain. No, we have heard some comments about that. 
Someone commented that Aetna is still in the business, and we 
have heard from both the other two speakers that they have a 
market. I think that would be a question worth checking into. To 
see whether the testimony we got today from some people is uni- 
versal or whether there are markets. I do not know the answer to 
that question. 

Chairman Miller. My understanding, from watching TV ads, is 
that when an insurance company finds that one of their insured is 
in trouble, an agent comes in and says, "you better put a rubber 
stopper on that door so somebody does not hit their head and you 
better guard that machine and you better make these improve- 
ments and we will continue to underwrite you and that will lead to 
fewer losses being incurred," and that it is in the interest of the 
insured and the insurer to go through this process. 

What we have here is a notice of cancellation— of immediate can- 
cellation. 
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Now maybe there was a sorting out what went on for the past 
year and this decision was made in a very rational yet undisclosed 
fashion. But for the moment we do not have any differentiation 
being made between licensed, unlicensed, family day care, center 
day care, YMCA-provided day care, church day care, private or 
nonprofit, government run— we do not seem to have any of those 
kinds of processes you would think somebody would go through 
before they decided a risk was assumable or not assumable. 

It appears that an entire class has simply been thrown out and 
the only question asked was, When was the policy up for renewal? 

You seem to back that up, Mr. Silverman. That from your expe- 
rience in providing substantial coverage to a large number of 
people in child care, this a wholesale retreat, rather than a careful 
sorting out of assumable risks. 

Mr. Silverman. The definitions 

Chairman Miller. You do not have to accept my conclusions, but 
this discussion has left me a little bewHdered. To suggest that there 
is an insurance cycle that the industry goes through is one thing, 
but to suggest that results in a careful sorting out is misleading. It 
is more like an undifferential reaction. 

Mr. Silverman. I think that you can draw a fair conclusion from 
that, yes. 

Chairman Miller. Well, it is a disturbing situation. 
Mr. Chastain. I understand that Mr. Miller and I understand 
the frustration. 
Chairman Miller. Congressman Smith? 

Mr. Smith. Just one quick follow-up question for the providers. 
In your conversations with the insurance companies, did they give 
you any hope, for example, if you were to offer some way of tight- 
ening up your interview process— I assume they are afraid of child 
abusers and that sort of things, but were there any parameters 
given there, that if you give us a ' ackground investigation on all of 
your people, this sort of thing? Just for curiosity. 

Ms. Chessnoe. Day care providers have been encouraged to join 
up with an association and we feel that by saying that, they are 
saying that an association would provide them with certain bene- 
fits. They are looking at the association, for example, as a network 
which would give support to the various providers in various areas. 
That is, support and just coping with their job is one and by relat- 
ing to others, be able to do a better job. 

We also have meeting in which various issues that have to do 
with day care are addressed and these would be concern with vari- 
ous problems so this is of benefit. 

We also encourage the providers to attend other various kinds of 
meetings with the understanding that these have as a basis, educa- 
tion, you see and further education of these people. In other words, 
these associations are promoting professionalism. 

Ms. Yocum. Mr. Smith, may I just say something? I do not think 
we have gotten across to the insurance companies even if they 
wanted to give us product in January, could not. They did not have 
the reserves and they did not have any reinsurance companies. 

They could not, even if they wanted to. That is something real 
important for you to understand problem. They just do not have 
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the reserves and what little they have, they have chosen to put in 
safer places. 

Chairman Miller. Let me beg to differ in part with that conclu- 
sion, because we have seen in a limited fashion with NAEYC that 
the industry suggested that for an association that had some stand- 
ards they could write at least partial coverage. That does not sug- 
gest there is a wholesale solution to the problem. But somebody 
had some reserves to extend some coverage in some instances. 

Ms. Yocum. They did want to improve their risks on that but 
that was an isolated case. The 1 to 12 children in a home, there is 
absolutely nobody. Nationwide owned Scottsdale insurance and 
happened to have $1 billion. 

They gave Scottsdale $1 billion. That is the only insurance com- 
pany in America without a capacity problem that will underwrite 
this risk today. 

Mr. Smith. We have heard testimony that there have not been 
huge settlements in this area so why wouli they not have reserves? 

Ms. Yocum. You are right. It is because, I think we have to help 

ou understand, their reserves on their entire block of insurance 

usiness is one word. When I referred to setting up our own re- 
serves, if we come to you with a group policy and we have our own 
reserve, you cannot use our reserve for someone else. We own that. 

We own that reserve so if I transfer my group from Aetna to 
Hartford and Hartford accepts my risk, they accept my reserve on 
my group policy. They cannot use that for automobile dealers. 
They have to use it— it belongs to my policy number 

Mr. Smith. Where is the money? The settlements have been 
minimal by testimony previously, and you have been insuring so 
where are your reserves? 

Ms. Yocum. OK, they have been insuring these people on a loss 
basis, not a group basis. There is a big difference in a group policy 
that you own and we will call that a retention factor, so that the 
providers that pay the premium would also share in the profits 
with the insurance company and I— the way you set up a policy 
and it is different than a general underwriting of insurance. 

Mr. Silverman. I think that one of things that we are confusing 
is the word, reserves with surplus. Reserves are set aside by insur- 
ance companies to pay claims. Surplus is what they use to write 
the insurance business with. 

Unfortunately, I have to disagree with my distinguished col- 
league over here. I think that the surplus capacity is there for 
single insurance companies or many insurance companies to write 
the risk at hand. 

Mr. Chastain. I agree with that. The figures that you have there 
show, for example, by this surplus, the surplus figures have been 
going down over the last few years. In 1983 they were down to 1.66 
to 1 and in the industry it is generally considered safe to be writing 
two to one or even three to one so there is excess capacity, general- 
ly, in the business. 

Mr. Coats. Well, there is always capacity at a certain premium I 
would assume. The question is more, "Why are they bailing out of 
the business altogether?" Either they feel day care providers 
cannot pay the freight on the kind of premium they feel they 
would need to provide, or they just fear that something is boiling 
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out there. They are not sure what; and, all of a sudden, there are 
going to be lawsuits all over the country. The McMartin case is the 
tip of the iceberg. All of a sudden, we are going to be flooded with 
liability claims on problems in day care centers. 

I guess the conclusion is that we have to get the insurance com- 
panies up here to tell us why they are making the decisions they 
are making and what is motivating them to do so. 

Mr. Chastain. I would like to make one other observation if I 
may. The people who would like to see the situation stay the 
same— not to have any more premiums and to continue to have 
their coverage — it seems to me are assuming one of two things. 
Either the insurance companies that feel this is bad business are 
incorrect. They are over-reserving, and the time is going to prove 
that they do not need that much money. This happened in the 
medical malpractice business. The doctors went out and set up 
their own companies, and now they are finding that maybe there 
was something to the long tail after all because the companies that 
were set up were in trouble. I wo^ld want to check carefully to see 
whether the insurance companies were correct in assuming that 
the reserves they are setting up are accurate. If you assume that 
they are accurate in the rate, and you still want to maintain the 
rate at the same level, then what these people are saying is what 
they want a subsidy from somewhere. 

The subsidy can come from a lot of different places. It can come 
from the other policy holders or it can come from the stockholders 
or it can come, as has been suggested here, by direct Government 
infusion of funds. It can come from some place. 

I am not at all against a little Karen going to day care school. I 
think she should. The problem is that insurance companies are a 
bad way to provide a subsidy, to shift income from one group to 
another. There are a lot more efficient ways to do that than at- 
tempting to shift income through the insurance mechanism. 

Chairman Miller. I think Congressman Coats is saying what 
may be the second question. The first question is why the with- 
drawal from the field. 

There is an assumption that the marketplace would provide this 
coverage at a certain premium. The question then may be whether 
or not people can afford that, and you may have to deal with that 
issue. But that is not what a lot of these providers are being told. 
They are told that coverage is not available at any premium. 

That is a different issue. We have to cover that one first. Then 
the question of what the market rate is, and whether it is afford- 
able may have to be attended to. But the first question is the more 
troublesome one. How was the decision arrived at to discontinue 
the coverage on a wholesale and nationwide basis? 

Well thank you very much for your time, testimony, and exper- 
tise. Thank you to the members of the committeee for participating 
in this morning's hearing. 

It is the expectation of the chairman of the committee, and I 
think the members of the committee, that we will have an opportu- 
nity to have the insurance industry come before the committee and 
help us to resolve this issue. Thank you. 

[Whereupon, at 12:30 p.m., the hearing was adjourned.] 
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TUESDAY, JULY 30, 1985 

House of Representatives, 
Select Committee on Children, Youth, and Famiues, 

Washington, DC. 

The select committee met, pursuant to notice, at 10:15 a.m., in 
room 2212, Rayburn House Office Building, Hon. George Miller 
(chairman) presiding. 

Members present: Representatives Miller, Lehman, Monson, 
Coats, Johnson, Sikorski, Boggs, Rowland, Wolf, Weiss, Wh at, and 
Boxer. 

Staff present: Ann Rosewater, deputy staff director; Jill Kagan, 
professional staff; Carol Statuto, minority professional staff; Maur- 
een Mingey, minority staff assistant; and Joan Godley, committee 
clerk. 

Chairman Miller. The select committee will come to order for 
purposes of continuing our hearings on day care liability insurance 
and the problems presented to the child care industry and to those 
of us in policymaking positions by the withdrawal and termination 
of these policies. 

At this time, I'd like to recognize Congressman Coats for any 
statement that he may have. 

Mr. Coats. Thank you, Mr. Chairman. I'm pleased that we could 
have this followup hearing to our earlier hearing, at which we 
heard some disturbing testimony. The bottom line was that the day 
care centers are either having considerable difficulty or finding it 
an impossibility to obtain insurance coverage. 

There were a lot of questions raised at that first hearing that 
were left unanswered. I think the purpose of the hearing today is 
to ascertain some of the answers to those questions. Do we, in fact, 
have a crisis? What is the extent of the crisis in terms of insurance 
for day care centers? Is it true, as some witnesses said, that no in- 
surance is available at any cost; and, if that's the case, why is that 
the c^se? 

What factors have contributed to the decisions made by insur- 
ance companies to not underwrite this form of risk? On the other 
hand, some indicated that, yes, insurance is available but that pre- 
miums have skyrocketed. If that is true, we need to ascertain the 
causes. Why have they skyrocketed? What has been the factual 
basis for the determination that premiums need to rise as they 
have? What is the perception in the insurance industry, what is 
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*re? 6ality ^ in8Urance ""Justly of the risk of insuring child 

These are all, and only some, of the questions that I think are 
begging for answers. We hope that the witnesses that are here 
before us today can supply this information, so that we can go for- 
ward and make a correct assessment of this situation. 

So I commend you, Mr. Chairman, for moving so expeditiously on 
this subject, and I look forward to the testimony that we are about 
to receive. 

Chairman Miller. Thank you very much, and I want to thank 
you for your mvolvement and your support for these hearines I 
think you are quite correct: we have got to determine, almost on an 
immediate basis, the extent of this crisis, which sections of the in- 
dustry are being effected, and whether or not we can expect, as 
people have suggested, that this crisis will grow much greater as 
the school year begins m September. 

And I think it|s very important that we understand, again, the 
policy impact. If in fact it can be proven that it was a wise decision 
by the insurance industry to cancel or to raise the premiums, or 
not to provide renewal, we must then understand what that means 
tor the child care industry. We cannot leave them in that breach 
ihere must be a positive change, because providers cannot offer 
the kind pf child care that all of us would want for our children in 
uninsured facilities and with people who do not carry liability in- 

So, even if, and I'm a little skeptical that it can be proven at this 
time, even if this was a wise decision by the industry, it's an unac- 
ceptable result for this industry, and unfortunately those who 
would be required to respond are going to be government entities, 
either at the State level or at the Federal level. 

So, let us proceed here. 

Our first witness will be the Hon. Edward Muhl, who is the in- 
surance commissioner for the State of Maryland, and he will be 
testifying on behalf of the National Association of Insurance Com- 
missioners. 

Mr. Muhl, welcome to the committee. I understand that you have 
some scheduling problems, and I apologize for the lateness of the 
starting time of this hearing. We had a Democratic caucus, and as 
i said to Congressman Coats, I'm now convinced that Will Rotters 
was right. I belong to no organized party, I'm a Democrat. 

But we re sorting things out, slowly. But thank you very much 
for your willingness to testify. 

[Opening statement of Chairman George Miller follows:] 

° P rj N <5 ( ;^ A ™ M p NT ° F HoN - 9, mRGE MlL "*' a Representative in Congress From 
the State of California, Chairman, Select Committee on Children, Youth 
and Families, July 30, 1985 ' I0UTH - 

care'troScfere"" 8 COntinueS our investigation into the insurance problems of child 
Two weeks ago, at our first hearing, child care »rovidere and insurance aeents 

P T» d if1f t , d,8tUrbm 5 picture of * he nature and "tent of the problemTthey^fece 
With little or no advance warning, family day care homes and child care centere 
across the nation have experienced mid-term cancellation. aonrenewaSdr^atic 
rate hikes, and severely restricted coverage. ^ oramauc 
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Todaj we will hear from representatives of the insurance industry. We are very 
interest .-d m heanng their position, and reviewing their plans for providing cover 
age of child care programs in the future. 

Our goal is to find a speedy resolution to this problem. Child care programs must 
be able to operate without interruption. 

Loss of this essential service jeopardizes millions of American families in all our 
communities. This is a senous concern for members of Congress, as well as for pol- 
icymakers at the state and local level. ^ 

Whatever factors may have led insurers to retreat from providing liability cover- 
age, failure to provide adequate and affordable coverage for child care is untenable 

I look forward to ihe testimony we will receive today, and the opportunity to work 
closely with both the insurance industry and child care providers to develop a 
timely solution to this problem. r 

STATEMENT OP EDWARD J. MUHL, INSURANCE COMMISSIONER, 
STATE OP MARYLAND, ON BEHALF OP THE NATIONAL ASSO- 
CIATION OP INSURANCE COMMISSIONERS 
Mr. Muhl. Thank you, Mr. Chairman. On behalf of the NAIC, 
who I represent as well, in addition to being the insurance commis- 
sioner for the State of Maryland, I very much appreciate the oppor- 
tunity to appear before you and to offer some thoughts, concerns, 
and hopefully some directions. 

I have submitted briefly some written testimony that hopefully 
you have before you. I'll just talk around that particular piece of 
testimony, and just give you an idea, if you will, where the day 
care industry is in relation to the whole of the business of insur- 
ance. There nave been some massive problems, Mr. Chairman, for 
the insurance industry over the past couple of years. 

They are pretty much at the end of a down cycle a cycle that has 
been a little more unusual than the norm of the cycles that have 
occurred in the pasl It's rather severe. I know, since the beginning 
of the year, I have signed in Maryland, alone, 20 impaired or insol- 
vency notices of insurance companies that no longer are allowed to 
write the business of insurance, and most of them have in fact gone 
out of the business of insurance, and been declared insolvent. 

Now, there are a lot of reasons for this down cycle, but I suggest 
to you that the day care industry is sort of caught up in the total of 
this down cycle as are most of the commercial lines. So we have 
not only the day care folks, but we have long haul truckers, th* 
nurse midwives, municipalities, counties, the list just goes on and 
on. & 

Now, with that, the insurance industry has in fact lost a tremen- 
dous amount of money. They have gained some through investment 
income but thats not true for all of the companies. A lot of individ- 
ual companies have taken a severe beating. As a result of this, the 
capacity to insure has dwindled. Now, again, I suggest to you that 
this is individual companies *hat are making these decisions, and 
not the industry as a whole. 

With the capacity crunch or, if you will, the shortfall capacity, 
which not only affects a lot of the American companies but has 
also branched out into the reinsurance facilities, such as Lloyds of 
London, and others, now with that, we understand there's going to 
be approximately a $67 billion shortfall in oapacity for the remain- 
der of this year on into 1986. 

That means £hat there's going to be about $67 billion worth of 
insurance net being sold for the remainder of this year into 1986, 
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that was sold previously, in 1984 and previous years. Now, the com- 
panies are having to make decisions on an individual basis. Where 
to they place the remaining capacity. Do they put it in lines that 
are more at risk and with the uncertainty that's involved with the 
higher risk lines, or do they place it in the more traditional risk 
lines where they've been known to make a profit, particularly at 
less risk over the years. 

And those decisions are being made to place it in less at risk 
lines, and the more traditional lines. Now, that has caused the 
crunch, if you will, or the capacity shortfall for a lot of the com- 
mercial lines of business. Now, with reference to the day care, I 
think, and very unfortunately so, that the day care industry has 
been deemed or termed by a lot of the individual insurance compa- 
nies as being higher risk. 

A lot of this has come as a result of a lot of the national publicity 
that has been associated with sexual abuse and child abuse. Unfor- 
tunately, as I say, the whole of that industry has been tarred with 
that wide brush, where in fact, it's only been a really small minori- 
ty of the day care facilities that have participated in such abuse. 
The whole of the industry is being tarred with that brush. 

I think the insurance industry is looking at this point and sug- 
gesting it's a matter of time before the hammer falls and the law 
suits come in with any degree of frequency for they are going to 
have to then expend a large amount of funds for defense of some of 
these day care facilities. 

Now, as to the reality of the situation, the answer very simply is 
that we have not seen, through the NAIC, or myself, as an individ- 
ual Commissioner, a large number, if any at all, of actual cases of 
child abuse where there was an actual action brought against the 
day care facility. I think it's more of an insurance hysteria than it 
is anything else, more or less, if you will, the industry anticipating 
that that's what's going to happen in the very near future. 

So with the capacity crunch, the capacity shortfall, there is this 
thought of the industry to place their business in less at risk lines, 
and not to take the chance. And again, I suggest to you, there's 
going to be a tremendous amount of insurance not being sold this 
year. But I say, it's affecting not only the U.S. companies, but it's 
really international in scope. And it's not just Maryland or any of 
the individual States. 

There are several things that the National Association of Insur- 
ance Commissioners have been doing, as well as the individual in- 
surance commissioners. One of the things that we're trying to do is 
establish a dialog with tfie industry as a whole, with the several 
individual companies that are still writing this business, and those 
that have elected to get out of that line of business, to discuss with 
them, or to open this dialog suggesting to them that it's a good idea 
to really sit down and look at the actual realities and the facts of 
this. 

Again, we're talking not an industrywide problem for the day 
care but we're talking about a minority of the day care facilities 
participating in abuse. If we can separate those issues— and I think 
we can— and suggest to the insurance industry that these people 
are insurable, there are other aspects of need for insurance that 
these people have, general liability aspects. I don't think any insur- 
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ance company ought to pay for any facility that participates in 
abuse of the children. 

So we're talking to the insurance industry about making various 
exclusions m their policy to exclude that aspect out of the policy, 
which I think would also increase the availability and not put the 
insurance companies, individually, at a tremendous exposure of 
risk, and accomplish the goal for everybody. 

I had my staff, as late as of this morning, to review 28 companies 
that we have licensed in Maryland, who are in the business of sell- 
ing insurance to the day care facilities, and I'll just give you these 
numbers as they were given to me this morning. There were 28 
companies that were surveyed. Fifteen are no longer writing day 
care facilities. They have withdrawn totally from those lines of 
business. 

Thirteen are continuing to write. Out of that 13— and I'm going 
to break this down— 6 are renewing existing policies. They are only 
renewing, they are not taking on new business. Two of those com- 
panies are continuing to write group only. 

Two other companies are continuing to write church affiliated 
day care facilities, only. And three companies are continuing to 
write with absolutely no restrictions. Now most, if not all, at this 
point have gone to an exclusion with reference to the sexual abuse 
or the child abuse situation and probably all of them will before 
much more time expires. 

Now I suggest to you that there is a market. One of the things 
that we have done in Maryland, we we're going to convey this on, 
hopefully through the National Association of Insurance Commis- 
sioners for use through all the State jurisdictions, is a market as- 
sistance program, to attempt to match up the existing capacity 
with those companies that are out there still writing with those in- 
dividuals or groups still in need of the insurance. 

Now, we created this market assistance program in Maryland, 
and we were successful in obtaining the necessary insurance for 
the nurse midwives, some of the asbestos abatement contractors 
who could not get insurance, and we hope to expand this into all of 
the commercial lines to use our facilities, each of the State facili- 
ties, to find out where the capacity remains, and to help those 
people get insurance. 

So there are a lot of efforts and I think we are successful, in 
most instances, in matching if you will the capacity with the indi- 
vidual that has the need or the group that has the need. 

Now, one last thing, Mr. Chairman, if I may. There was one com- 
pany, it was a California-based company, that wrote the bulk of our 
group day care facilities in Maryland, who was having some finan- 
cial difficulties and at midterm, canceled the policies of 240, 1 think 
it was 242 of the group centers in Maryland. 

I have recently issued an order after looking at the solvency as- 
pects of the company issuing the order that this company has to 
remain on the policy and cannot midterm cancel nor can that com- 
pany midterm policy increase or rate increase. So we, at least on a 
short-term basis, solved a great deal of the problems that we are 
facing m Maryland, and we are still seeking the longer term solu- 
tions and I think we can find that through the efforts of all the 
individual Insurance Commissioners and through NAIC 
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Now, Mr. Chairman, you have, in your kind invitation for me to 
appear, submitted several questions. I'll be more than pleased to 
answer these individually, or hopefully I've just touched on a few 
of them, but if you have any other specific questions, Til be mere 
than pleased to offer any comment on them. 

[Prepared statement of Edward Muhl follows:] 

Prepared Statement of Edward J. Muhl, Commissioner of Insurance, for the 

State of Maryland 

My name is Edward J. Muhl, Commissioner of Insurance for the S* te of Mary- 
land. I am here representing the National Association of Insurance Commissioners 
as Chairman of the Commercial Lines— Property and Casualty Insurance (D) Com- 
mittee. 

On behalf of the NAIC, I extend our appreciation to the Chairman and members 
of the committee for extending an invitation for us to appear and offer comment 
concerning the availability of insurance for child care centers and others in the 
child care industry. 

In order to more fully explain the difficulties now being experienced by the day 
care facilities, it would be appropriate, in my opinion, to brief you on the history 
and the problems that are being experienced by the insurance industry as a whole 
during this period of uncertainty and troubled times. I will also attempt to indicate 
the efforts that are being made by the various insurance commissioners as well as 
the National Association of Insurance Commissioners in seeking a resolution to the 
problems that face the day care industry. 

The business of insurance has traditionally been cyclical which usually results in 
negative underwriting at the low end of any given cycle. The present cycle is much 
different than the norm and much more severe. What began as a traditional cycle 
in 1980 has turned into a disastrous five-year period due in part to the combining of 
several forces not necessarily present in previous cycles. One of the uniquenesses of 
this cycle is that it is international in scope and not just confined to the United 
States companies. The reinsurance market has been affected by the adverse loss ex- 
perience and low premiums captured. This is the first time, to my knowledge, that 
the reinsurance facilities have sustained a continued loss as a whole. 

The financial solvency of many of the United States companies is at question and, 
therefore, is being closely monitored by the National Association of Insurance Com- 
missioners as well as by the individual state jurisdictions. There are many reasons 
for the financial crisis which I will note briefly for your information. Simply stated, 
there are several factors not within the control of the companies that range from 
high interest rates, excess capacity, to the status of world economies, to the entitle- 
ment attitude reflected through our tort system and so forth. There are several con- 
trolled factors, one of which, again simply stated, reflected an unprecedented indus- 
try wide participation in what is known as cashflow underwriting. Good sound tradi- 
tional underwriting practices in properly pricing a particular risk were cast to the 
wind in order to capture market share. This, in turn, allowed the companies to 
invest the low premium dollars for high yields during this period of record high in- 
terest rates. The cycle is ending, interest rates are down, and the losses are mount- 
ing which, in turn, are exceeding the premium levels charged by many of the com- 
panies. Not all companies participated in such practices, but a fair majority d»d thus 
aiding in the severity of the crisis that faces the industry as a whole. 

The financial crisis experienced by both the U.S. market as well as the reinsur- 
ance facilities, has resulted in a capacity shortfall of unprecedented proportions. It 
is estimated that approximately $67 billion of capacity will not be available for the 
remainder of 1985 on in to 1986. 

Due to the financial concerns of many companies and the partial withdrawal of 
the reinsurance facilities, the U.S. market does not have the capacity to fill the in- 
surance needs of everyone as they did in 1984 and previous years. The insurers are 
having to decide whether to place their remaining capacity in more at-risk lines or 
to place it in more traditional lines where they have been known to make a reason- 
able profit at less risk. The logic and reason behind withdrawal from the higher risk 
lines is due, in part, to the inability of the insurance companies to determine the 
potential costs of a risk for certain lines. For example, asbestos abatement contrac- 
tors are having a tremendous difficulty in obtaining the necessary insurance in re- 
moving asbestos from public buildings and schools in various jurisdictions. Asbestos 
related illnesses have an extremely long latency period and may not be discovered 
for periods exceeding 20 to 30 years. It is difficult, if not impossible, to project with 
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any degree of accuracy the costs that will be incurred for both the defense as well as 
potential liability payments 20 to 30 years into the future. 

„i3r*? na F* 8 " 88 we ." 88 t , hft capacity shortfall has forced the companies to 
n^w^ffn^ 81 " 1 " 8 cap**?. In le fs at -risk lines thus exacerbating the availability 
Problems for the commercial lines. Day care facilities are not the only ones affected 

5«2r < *2f i f ,t? Sh0rtfa " m that We have a P -0 ^ list which inclu des nursed 
r ^^"f™ 6 ^ 60 " 8 ' municipalities ard counties, long-haul truckers, 
facilities dealing with hazardous waste, dram shops, certified public accountants ar- 
chitects and engineers, lawyers, rental car companies and so on 
yJ^a care . facilitie ^, have been caught up in this availability crunch and are 
being deemed higher risk, not necessarily based on a claims experience but due 
SSuu m8Ura "» Ce h J^™ because of the adverse national publicity associated 
with child abuse situations. This is unfortunate in that the great majoritybf 1 day 

*Z f ZZF* a 2*2*^ quality ' very Md devoted facilities who pel 

form a needed and beneficial assistance to the many parents and children thev 
serve. Unfortunately the whole of the day care industtyS bein^tar^d hrith the 
fe me ^~^ 83 th0Se ft*."?*™ that have actually participated in abuse of 
^'f. 0 ^"; 1 ? 1 ? 'insurance industry has indicated in specific conversation with 
me that they fee i t is a matter of time before the lawsuitecome forth and thisb* 

and HaWli7pa^ a ente. and »" teltU ° f «— 

The National Association of Insurance Commissioners along with individual state 
jurisdictions are dealing with this crisis from several fronts W 

n. .tafrt^'i' ?„!£ POrt f- nt to u cr8ate an "Pen ^egne with those insurance com- 
panies that are jnderwnting the day care facilities and attempt to separate the 
issues of child abuse from the normal liability aspects of this industry. Again, I sug- 
Shh k, W ^ m innnstry-wide problem but a scatteredLtance ^f 

has been blown out of proportion by the national mediTWe wm 
hopetuiiy be in c. position of convincing those specific companies of the merits and 
necessity of continuing the needed coverages for the bulk ofthis industry 

in addition, it seems that policy provisions can be amended to exclude certain cov- 
erages if a particular day care facility is found to have partici?aS Ik fab^chil: 
dren Insurance should not be available to those facilities involved in child abuse 
°/£ ™r™ ^ com Peni^ exposure should and can be limited in th£ area Spt 
^^^fSi!i S r 0n8 4 u f0r u C ^ lla , abU8e wil1 hel P restore the availability of liabttty 
coverages needed for the bulk of this industry to continue their programs. Tto will 
remain true as long as there is no judicial determination made to bStheTo™ 
ages not previously designed to cover certain excluded items 

Some of the state jurisdictions are individually expk-ing the feasibility of creat- 
ng joint underwriting associations (JUA) to force the surlnce i„Sy HcmSIta 
those junsdictions to write certain of these lines of coverages. JU^historicalW 
^mh^f i n K n< i n , C o 0mpet i t i- i e arenas 1 t 1 hat solve the availability problem on a short? 

£l m ATP Ut JT add ? tl .° na Problems in seeking longer term solutions. 
„c 7% .a* ■ £* Individual commissioners have an expressed concern and inter- 
est to determine the appropriate solutions' on a state-by-state basis. It is our intent 

W. ^I 0 !, 1 " 6 80lut ?° n ' fu nd We wi]1 work toward the end as swiftly as 

We sincerely appreciate the opportunity to express these brief remarks and wll 

S ™«V° rCS ? 0nd ^ ^ con "nittee with additional information and add - 
tional answers to questions that you might have. 

Chairman Miller. I think, given your time constraints, it may be 
better if we allow you to respond to these questions in writing, so 
that we can have time for other members of the Committee to 
question you. 

Mr. Mum, Very good. I appreciate that. I suggest to you, as well, 
rot only will I respond to the individual questions, we are putting 
together an actual list of names of the companies that are still 
writing this business. We will be more than pleased to submit that 
to you and the committee and also to make that available to any of 

S&SV 5 "^ • Itie8> ? nIy in my State > but in an y other juris- 
diction for their use and information. 

[The information follows:] 
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State of Maryland, 
Department of Licensing and Regulation, Insurance Division, 

Baltimore, MD, August 23, 1985. 

Hon. George Miller, 

Chairman, Select Committee on Children, Youth, and Families, House Office Build- 
ing Annex 2, Washington, DC. 

Dear Chairman Miller: I am returning the edited transcript of the hearing. 

On behalf of the National Association of Insurance Commissioners and myself 
personally, I extend our thanks to you and your Committee in extending the invita- 
tion to appear and offer comment as to the day care facilities insurance situation. 

You will find attached a brief listing also of those companies who are writing day 
care facilities insurance in Maryland. 

With kindest regards, 
Sincerely, 

Edward J. Muhl, 
Insurance Commissioner. 

Attachments 



Current Survey of Major Underwriters Indicates the Following Insurance Compa- 
nies and Brokers are Offering Liability Coverage for Day Care Centers: 

FIREMAN'S FUND— (321-4700) 

Property and Liability coverage for those affiliated with churches and schools; 5 
covered now; not offering new business. 

THE HARTFORD — (821-6000) 

Renewing existing coverages. No new business. 

U.S.F.&G.— (547-3712) 

Not cancelling. No abuse exclusion. No new business. 

NATIONWIDE— (224-3200, EXT. 310) 

Adding abuse exclusion to existing coverages. No new business. 

INSURANCE CO OF NORTH AMERICA (CIGNA) —(215) 241-4000; 685-0300 

Commercial package includes personal injury, excludes child abuse and sexual 
abuse. Will only insure groups, not private. Individual risk premiums. 

TRAVELERS— 962-6472 

No new business. Renewing or non-renewing on an individual basis. 

STATE FARM— (309)766-2017; 662-5181 

None for independent but will cover those affiliated with a church. Renewing old 
business. No abuse exclusion yet. 

ALLSTATE— (312)551-2491 

Available 



ROYAL INSURANCE JO.— 685-5844 

No new business. Renewing existing business with abuse exclusion. 

ZURICH-AMERICAN INSURANCE GROUP— (628-6500) 

None offered to independents; only covering schools and churches. No abuse ex- 
clusion 

JEF**ERSON INSURANCE CO. OF NEW YORK— (212)683-4500 

Write mostly independents that are small (less than 25 children) with abuse ex- 
clusion. 
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ST. PAUL FIRE & MARINE INSURANCE CO.— 821-0210 

No new business. Non-renewing high risk and small ones. Uses abuse exclusion. 

NORTHBROOK PROPERTY & CASUALTY INSURANCE CO.— 964-1800 

Do offer, not actively seeking new business. 
Brokers 

L.E. HARRIS AGENCY, INC.— 547-1552 

General Liability Owners/Landlords/Tenants, incidental malpractice and orod. 
ucts coverage; exclude sexual abuse. Average $50 per child c^t TnH S P 
age limit Coverage through Jefferson of ^ York^ 

HORAN, GOLDMAN & CO. OF MARYLAND, INC.— 596-1115; 997-3845 

^ A^S^^S^ E - lud - abuse. Policy mini. 

TO. ., BROOKS & CO.— 727-7172 

r»^ erS j"^ ndentS ant ! g T oups throu e h Mount Vernon Fire Insurance Comoanv 
^iS^tS^r, 1 ^ Owner/Landlord/Tenant, J^^K 
cwerJe^pS ffi 1 ™V d ? n ? lscellaneou8 Professional liability and products 

a f ^'i Cove ™ field Exclus ">ns: sexual abuse, constructural liability mitos 
andmobile equipment. $M> million and $1 million limits. ' 

unere may be other Insurance Companies and Brokera offering coverage no nnt 
? uth ° ri2ed to underwrite were sirVeyed U^ouk ?bf STat some 
of the Companies offer coverage on a limited basis.) 

Chairman Miller. Thank you. I certainly think that will be very 
helpful to people in Maryland and the surrounding areaT 

th™I°lal gg ^ n £ fv at ^ h6n the midterm cancellations came 
K£d ?St$? Cah *?™ a company, to the policyholders in 
SEtST ^ • Wlt i^ your P ower 88 France commission- 
done ffftJoSS S^F^V other business that's being 
m?t«E> i State of Maryland to require that those cancellation! 

Mr Mu P m On S? the Powers that you have? 

Mr. Muhl. On the regulatory powers that I have is with refer- 

3£ t\^T r to the Unfair Trade Prices Act 
Now, I have determined, as a result of a policy decision, midterm 
cancellation being an unfair trade practice And ilugSt™ at ^ 
m C K ny ft ^ future what Their coste 

eXrTfndivi^r to a COn * aCt with 

Chairman Miller. That was my next question. The underlvine 
2ft on .^ was that when the policy was written, ce& i 

3 d "? S? , made ^ t ne company to absorbXe ex- 
pected losses at that time out of that policy, and that was thf» 

agreement by which the contractual arrangement was SSjffhSj 
lom i n0t ° nly does cancellation raise a very serious prob- 
lem, it also represents the breach of a contractual arranSment 

X Zh^tL 0 ?/ S ne 5L m i 8 ?! CU ^ i0n ™ thin the Stry! 
Mr. Muh„. Thats right. Absolutely right. And if thev euess 

"V^tWeU UP ^ ^ mi8takeS ° r P8St l0SSes: * h ^ 
So I figure, they have collected the premium: they have made a 
commitment and if they do not fullfill that commitment fn my es 
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timation, as in the estimation of a lot of my colleagues in various 
jurisdictions, that is deemed to be an unfair trade practice. 

Chairman Miller. Do you know if there's movement by other in- 
surance commissioners to reverse some of the midterm cancella- 
tions in other States? 

Mr. Muhl. Yes; as a matter of fact, it's predominant throughout 
the various jurisdictions that they are heading in that direction. 
Not all States are but the bulk of them are, and I think there's 
going to be a move through the National Association of Insurance 
Commissioners to make that somewhat of a policy decision for the 
individual States to take back with them, and to employ that 
method of not allowing midterm cancellations nor midterm premi- 
um increases. 

Chairman Miller. Well, I'm delighted to hear that. I can under- 
stand an industry that's in trouble. I just went through the long- 
shoremen's coverage with the insurance industry and there clearly 
we understood that there was a problem, but it was also under- 
stood that coverage would be provided. In some cases, States put 
together pools to cover that problem, and we sorted it out. 

We changed the policy that included unacceptable liabilities for 
the companies under that law. But there was a time to sort it out. 
We didn't put people out of business while we decided what we 
were going to do, and I think what has hit this committee so hard 
and has hit the child care industry so very hard, is the notion that 
you simply find in your mailbox a termination of a policy that in 
and of itself terminates your business. 

We like to think we encourage responsible people to come to the 
child care industry, people who responsibly went out and bought 
themselves liability insurance to cover themselves and the children 
they take care of, and then on a given day they are out of business. 

And I think that's what on the face of it is so offensive, and force 
us to look for the reasons, whether or not there's evidence to sup- 
port the cancellations. Given time, I think we can sort the prob- 
lems out We are used to sorting out the complexities of those 
kinds of problems. 

So I'm delighted to hear that you and other insurance commis- 
sioners are taking steps to buy some time. 

Mr. Muwl. Well, I appreciate your saying that, Mr. Chairman, 
myself, as commissioner of Maryland, and I can say this on behalf 
of a lot of my colleagues and the National Association, as well, that 
we are very concerned about what is happening, not only to the 
day care folks, but what's happening in most of the commercial 
line. We have every intention to be an intricate part of the solu- 
tion. And hopefully, as I say, we can move in that direction at a 
very swift pace. 

Chairman Miller. 'Congressman Coats? 

Mr. Coats. Mr. Muhl, thank you for your testimony. I am 
pleased that you not only are aware of the problem, but are active- 
ly taking steps to deal with it. 

One thing that disturbs me a little bit is your testimony regard- 
ing insurance company capacity to carry certain lines of insurance. 
You've indicated a $67 billion shortfall in capacity. Now that, to 
me, suggests that even if you are able to accomplish the necessary 
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dialog to write exclusions into the policies, that there i« still a 
major problem existing in terms of providing coverage. 

Could you elaborate on this capacity problem and what effect 
this might have on the ability to provide particularly renewals or 
ex E? n m covera g e m .A ate 1985 or 1986 for the day care industry? 

Mr. Muhl You will have, at least from what I've seen, Mr 
Coats, the list of those that will testify, some individuals from the 
industry who can elaborate on that, as well, but I suggest to you 
from the knowledge I have, yes, there are going to be a lot of 
people in various lines that will not be able to buy certain insur- 

pnH e J« Vera f e f° n i he - sh0rt term - & ain ' this » P rettv much of an 
end of a cych for the insurance industry, and it will get better. 

there are going to be some companies that are going to fall out 
ot the system, who have guessed wrong on the pricing of their prod- 
ucts and maybe they should fall out of the system But at some 
point in time, hopefully m the very near future, the capacity is 
going to come back; the losses that are being experienced by the 
various companies are going to get back on their feet, if you will 
and be able to expand that capacity. 

Mr. Coats. Educate me a little bit here. Are you saying that if a 
certain company has a capacity problem, they are precluded from 
writing new insurance because of their reserve situation or what- 
ever, regardless of what they might establish as a premium or a 
contract exclusion to narrow the risk? 

Mr. Muhl. Each jurisdiction, specifically say in my case, Mary- 
land, we require a minimum capital and surplus by law, and we 
JwkI! ? dequ f ^ reserves to cover any claims or future claim for 
that business they already have on the books. Now, if they are ex- 
penencmg-I say ,f they have guessed wrong on the pricing of 
that product-and they've lost money-we've had several compa- 
nies domiciled m Maryland that lost some big dollars. One of our 
larger domestics last year had an underwriting loss of over $512 
million, made up the bulk back in investment income, but still took 
a substantial loss They do not have, as a result of that substantial 

1 w 8? ca f p * c y £ expand - mto a new Iine > and in some instances, 
they do not have the capacity to continue certain lines that they're 
now insuring. * 

I suggest to you that there are some alternatives, though, to this. 
For an example I've been talking to the Maryland Association of 

fcE^u 681 * ey are hav i ng a very ver y difficult time ob- 

taining the necessary insurance. A lot of it is due to, again, beine 
deemed high risk .by the insurance industry. And in Tome S 
^ ar . e hl g. h "sk. There are a lot of claims now being able to be 
brought against a municipality where at one time, they had a tre- 
mendous amount of governmental immunity 

That immunity has been eroded through various court decisions, 
and now you are seeing some of our small towns and cities in 
Maryland 1 being sued for trips and falls on the sidewalk and things 
rnlt L 80 ^ th f y n u V ^ r h £ d that ex P° sur e before. So it is very diffi- 

14Z*Vu • to 0btain the nece£sar y insurance or, in some cases, 
to afford the msurance. ' 

We have several of our municipalities and entities in Maryland 

^ many y - eaR ? 880 went off infc0 the direction of being self-in- 
jured by having in place a catastrophic cover, a catastrophic insur- 
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ance cover. Now, this seems to be a very viable answer to a lot of 
our municipalities and small cities in Maryland. 

Mr. Coats. Excuse me for interrupting here, but I don't think 
the day care industry is going to be able to pool resources or have 
access to resources that the municipalities can in order to provide 
self insurance. 

Mr. Muhl. No; that's true. Now, the point I wanted to get at 
though, Mr. Coats, was that even though there's going to be a $67 
billion shortfall in oapacity, there are going to be some entities, 
such as the municipalities and others, who can find alternative 
mechanisms outside of the system of insurance. So it won't be as 
critical, if you will, as $67 billion. 

That figure, I'm not sure what it would be, bi.t when you take 
the entities out of the system that no longer then have the need for 
that capacity, the remaining capacity can be used elsewhere. 

Now, with reference to the day care folks, we are very concerned; 
a lot of my colleagues are not only looking at alternative sources 
such as the possibility in some cases, if it's a larger association, in 
going self-insu.ed, but looking at joint underwriting associations. 
These are ventures by the insurance industry where they would be 
in essence, forced, as a prerequisite of licensure in any given juris- 
diction, they must accept x number of policies based on their total 
policy writings in that jurisdiction. 

This is an alternative that we're exploring in Maryland and 
again, I suggest to you, that a lot of my colleagues are exploring 
the same alternatives in their individual jurisdictions. 

So we are looking for the answers and I think we have some of 
the answers, but as time goes on, again, the capacity is going to 
come back as it has in the past. 

Mr. Coats. But for a lot of child care centers, it appears the 
bottom line is that if I'm ABC Child Care Center, and I m opening 
up for business here in 3 weeks to correspond with the school 
system, and I'm either a new entity or someone who has had their 
insurance cancelled or at least not renewed who goes into an insur- 
ance company. If I sit down with the company, and say, this is our 
experience. These are the statistics. We are willing to accept a 
higher premium. We're willing to write exclusions in the contract 
for sexual abuse and child abuse. It's very likely that the company 
could say, granted we wish we could write you the insurance; but, 
because of our loss experience in the past couple of years or our 
surplus and assets ratio to claims, we can't write the insurance. 

I mean, isn't that the bottom line? Isn't that what a lot of child 
care facilities are going to hear? 

Mr. Muhl. Yes. 

Mr. Coats. And what are we going to say to them? Run the risk? 
Or self-insure? 

Mr. Muhl. No, that very same question was asked me by some of 
the day care facility associations in Maryland and, to me, going 
self-insured for that particular group is an unacceptable alterna- 
tive. And that's why we have made the policy decisions not to 
allow midterm cancellations. That's why we are considering a joint 
underwriting association to supply the availability. 

We had this similar problem in 1973 and 1974 with the medical 
malpractice crunch that hit then. There were no insurance compa- 
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nies left m Maryland to insure the doctors for medical malpractice 
niw State legislature created statutorily a private company 
called Medical Mutual Liability Insurance Society whose sole func- 
tion it was to insure the doctors. 
And that was an acceptable alternative for them. 
Mr. Coats. Is that under consideration? 
c „5lL M f UHL ' 14 18 under consideration. As a matter of fact, again, I 
suggest to you going uninsured or self-insured, to me, for the day 
care facility, is an unacceptable alternative. And we are exploring 
every avenue and every possibility to make sure that they retauf 
the insurance they need. 

.21 r ' C ? ATS ; Are there any State statutes that obligate the day 
care centers to notify parents as to their insurability, amount of in- 
surability, lack of insurability? n 

Mr. Muhl. Not that I know of. 

Mr. Co rs. It is strictly voluntary? 

Mr. Rowland. Will the gentleman yield? 
tleman 00 ^' CertainIy - Vm way over m y time. I'll yield to the gen- 

Mr Rowland. You mentioned the Medical Mutual Insurance 
Co., I believe you said that was an acceptable alternative' 

te it not true that some of the Mutual Medical Insurance Co.'s 
are also experiencing difficulty now? 

Qf5J r " 5?? IL, , In J In 5? t jurisdictions, Mr. Rowland, exceot for the 
State of Maryland. We are very pleased and very fortunate that wl 

the dwtoS 7 Ud LiabUit y Soctay that insures 

Jems!? RowLAND - But in other areas . *ey are having some prob- 

Mr. Muhl. They are having some extreme difficulties 

Mr. Rowland. Just wanted to make that point. 

Chairman Miller. Congresswoman Boggs? 

Mrs. Boggs Thank you, Mr. Chairman. Thank you for beine 

m Winn luTr?^ th , at I misSed most of Y our testimony. I have a 
question that Dr. Rowland was proposing that came to my mind, as 

ZSJ? T ^ d Xl er y0ur Ietter to the chairman, I notice that the 
capacity shortfall has encouraged you to have difficulties with vari- 
ous kinds of insurance including nurse midwives, obstetricians, and 

i%ZS > £* Uir t£ n t $ h £ realIy a very Ioaded Nation for moth- 
tZT ? 6ir chlI . dren? Day care is probably the most important 
social and economic measure in our country today 

dii^L te J!nH e i h?t the insurance in dustry cannot in someway 
!u u-?j ms urance coverage that can provide safe day 
nalliniffiL? lI - dren °( America-especially if the industry i^ 
having difficulty in providing insurance for the birth of the chil- 

Mrth. ° h dren ' ° are ° f their mother prior to their 

« 5 nL in . de ?J h ff de ? iS v!, 0n - 0f insuran ce companies not to enter into 
some kind of affordable insurance for day care centers is not based 
on claim experience, what is it based on? 

m JS; ^ UHL: 1 suggest to y ou, as I did indicate earlier, that it's 
So L msu , rance hysteria than it is a concern about actual 
£5 2? • \Fi° r daimS e^Penpnce as to child abuse. The industry, 
for all intents and purposes, is waiting for the hammer to fall on a 
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tremendous frequency if you will of lawsuits coming in. Again, be- 
cause of this hysteria, because of the capacity shortfall that they 
have, and the poor experience that they have sustained over the 
past couple of years, 1984 being in essence the worst year ever loss- 
wise in the whole history of insurance. 

And 1985 beginning to be at least looking that much worse than 
1984. There is that hysteria. And they are looking at the possibility 
of just everything going a Uttle crazy, with reference to lawsuits 
and the massive amount of money it will take to defend these law- 
suits. So, they are placing that capacity into more traditional lines, 
less at risk lines. 

Now, with that, I suggest to you that you are absolutely correct. 
There is little or no claims that have been filed on a national scale 
with reference to child abuse or sexual abuse of the children. So, 
it's again, more hysteria, than it is actual claims experience. Now, 
that's where I think that we can have the most inroads. I think the 
insurance industry has really missed the boat on this. I think that 
they can and should insure the day care facilities because I happen 
to agree with you totally. This is a very needed industry. It's a very 
caring industry. A good quality industry that supplies a tremen- 
dous service to us, as parents, ard to our children. 

It is unfortunate that we have a very small number of day care 
facilities being involved in this abuse of children, but you look at 
the national publicity that has come out as a result of just a very 
very few of these centers, a minority of these centers. I didn't real- 
ize that there were some small towns in California or Arizona, 
never heard of these names. And all of a sudden they're on the na- 
tional news and on the front page of my local newspaper in refer- 
ence to child abuse. 

So, it's this hysteria. I think that the thing that we need to do, 
and the steps that the NAIC has taken, to create this dialog with 
the insurance industry to try to separate these issues, to show that, 
in fact, the claims experience is not there. Particularly, if we can 
put certain policy exclusions into the individual policies to make 
sure that the insurance companies are not at risk or exposed to 
sexual abuse or child abuse claims. But to be there to offer the in- 
surance for other necessary liabilities that the day care folks need. 

I think that's very important and I think we have made some in- 
roads to that extent, and I feel somewhat confident that we can 
supply or at least cause the industry to supply the necessary avail- 
ability. If not, there are these other alternatives that I was talking 
about, such as the JUA's and things of that sort. 

Mrs. Boggs. Thank you. 

Chairman Miller. Congressman Monson? 

Mr. Monson. Thank you, Mr. Chairman. If you answered this, I 
apologize, but I must have missed it if you did. Did you say that as 
far as midterm terminations go, that most states have the same 
policies that you have in Maryland? 

Mr. Muhl. Most of my counterparts, Mr. Monson, in the other 
jurisdictions, have made policy decisions not to allow midterm can- 
cellations nor midterm premium increases. Not all jurisdictions 
have made that because there are some restrictions in individual 
State laws. Some insurance commissioners feel they do not -have 
the statutory authority to do that. 
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I suggest to you that I do not have in my laws in Maryland, the 
nsurance laws, specific authority in dealing with midterm cancel- 
lations, but I have made the policy decision that this would be an 
unfair trade practice and as a result, I will not allow midterm can- 
cellations nor the midterm premium increases 

Mr. Monson. What happens at the end of'the term? What are 
your alternatives at that point, not to renew a policy? 

Mr. Muhl. That's a difficulty and that's a concern. That's one I 
do not have statutory authority to deal with. But by the time we 
get to that point, I'm very hopeful that we're going to have a 
longer term solution. 

Mr. Monson. And most States are in that? 

Mr. Muhl. Most States are in that situation, yes. 

Mr. Monson. You indicated that one method of solving a situa- 
tion similar to that with medical malpractice was for the state, did 
thoy create this private company, did you say, through legislation? 

Mr. Muhl Yes; in the State of Maryland we did create-as a 
matter of fact, we have two entities in Maryland that are some- 
what unique: the one as a result of the malpractice crisis in 1973- 
74 , created the Medical Mutual Liability Society to insure the doc- 

»; an , that 18 function ing quite well and it is solvent 
priations? NS ° N ' ^ ^ reserves for that funded from State appro- 

wan'r^ 1 ^ J*°l * IT ^ assessment, a general assessment of 
$300 for the doctors to get started to have the necessary capital 
necessary surplus. J F 

Mr. Monson. Did that provide enough reserves' 

Mr. Muhl. It did We have another facility that was also statuto- 
£fc r< f £ d ' lt ? a IlttIe different than the Medical Mutual in that 
Medical Mutual is a private company. The State of Maryland has a 
very unique entity that is a State agency, the State of Maryland is, 
in fact, in the insurance business, and it's referred to as the Mary- 
land Automobile Insurance Fund. And it's a facility of last resort 
for automobile coverages for anyone who cannot obtain the neces- 
sary insurance from the private sector. If they are turned down by 
the private sector, they can obtain the insurance through this facil- 

1 A 

And it is somewhat competitive. 

Mr Monson. Do you see any other options than those two for 
situations like we are talking about where insurance is required for 
companies? " ness but they a*™ 0 * obtain it through private 

Mr. Muhl. Do I see other alternatives? Well, let me say 

Mr. Monson. I assume that those two that you've just discussed 
are two alternatives? J "~"°=>™ 

M *u R ! U i H . L ' They 816 two of the severaI alternatives. I suggest to 
S S a ^- here ar ? com Panies in a survey that my staff had con- 
fer w 18 mornm g and I just got that information over the 
Itv t We .^yed 28 companies: 15 have elected no longer to 
stay in that line of business to supply insurance to the day care 
faculties. There are 13 still writing the business, and out of that 13 
there are 6 that have no restrictions whatsoever and that are writ- 
mg anybody in the day care facility or the day care group. 
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There are two that only write church-affiliated day care facili- 
ties; two others, group only; and six are renewing existing policies 
but not taking on new business. 

So, there is a capacity out there. One of the other alternatives 
was this Market Assistance Program that I've referred to, and that 
is an assistance by and through my office in attempting to match 
up those day care facilities that are in need of the insurance and 
those insurance companies still having the capacity. 

Mr. Monson. Thank you, Mr. Chairman. 

Chairman Miller. Congressman Rowland? No questions. Con- 
gresswoman Johnson? 

Mrs. Johnson. Yes, I have just a couple of questions. I thank you 
for your leadership in your State in this crisis, and I commend you 
on defining as an unfair trade practice cancellation of an insurance 
policy unexpectedly. 

I wonder if in the course of your work, you have also looked at 
what's happening to pricing of these policies as well? Have you ad- 
dressed the issue of scalping, along with intervening to prevent 
cancellations? Have you intervened in any way to also freeze pre- 
miums? 

One of the things that's happening that is really terribly con- 
cerning us is that coverage is being reduced, deductibles are being 
included, exclusions are being written in, and premiums are quad- 
rupling. I know of one example, a situation in which the coverage 
was reduced from $1 million to $300,000; the deductible was in- 
creased from 0 to $1,000; the exclusion for sexual abuse was writ- 
ten in, and premium went from $1,300 to $5,000. 

For a small day care center, this is a catastrophe. To intervene 
and say you can t cancel is irrelevant; they can't buy. Have you 
done anything to also freeze premiums and prevent what may very 
well turn out to be scalping just about as brutal as any we've seen? 

Mr. Muhl. Yes we have. We have reviewed that situation, and I 
suggest to you that the law that we have in Maryland is very simi- 
lar to most of the laws in the various States, that says that rates 
cannot be excessive, inadequate nor unfairly discriminatory. And I 
suggest to you to into that spectrum the excessive and the inad- 
equate, requires very much of a balancing act. 

I have not frozen any of the rates for a number of reasons. 
Again, as I pointed out, we have an industry that has taken a 
severe beating as to losses, a lot of it self-inflicted, I might add, as a 
result of participation in cash-flow underwriting, but the fact re- 
mains that a lot of these companies have taken a rather severe 
loss, to the extent there are a lot of companies that are now on the 
NAIC watch list for solvency concerns. 

As a matter of fact, there's about 342 companies nationally that 
we are looking at whose solvency is at question. Now, with that, 
when I suggest to you that our law says the rates cannot be exces- 
sive, it also says that they cannot be inadequate. We cannot allow 
an insurance company to charge an inadequate rate that's going to 
place them in a position of being insolvent in a short period of 
time, because that causes them a whole new set of problems with 
promises that were given to the policyholder to fulfill that promise 
at a given time, if they are not there, they do not exist, then the 
promises go unfulfilled. 
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J^™/ staff does look at the rates and in this particular case 
we look at them after they are filed because we have afitelS 
system in Maryland, and they test the data, the^Uk at^l the 
statistical information, to determine whether or not the rates are 
excessive, inadequate or unfairly discriminatory 

TlS W :« n l l0t ? ? e ^ that y™**' a combination of costs. 
The initial cost of an insurance policy which would include general 
inflation, cost as a result of general claims experien^nofnecS 
sanly those involved with child abuse, but if there hasbeen Snto 
£K 1 ge Tt UabU ^ Clabns ' trf P fall or injuries 11 to the 
SSr S ft IOn ' rf 6 0n , th f P^ound or something in that 
m^7™^ would . be reflected in the data that we would ulti- 
mately approve for an increase in rates. 
The big jump though is coming in as a result of the insurance 

Sm* wh^ ? eCe88ai ? y a deal of Spac^yTTeir 

insn'rlnra bave to go out and reinsure. They have to go out and buy 
insurance. And one of the largest facUities in the reinsurance^ 
market would be Lloyds of London. That's probably toe best 

Now, Lloyds are 

Sr^mr MlL ^ R ' They apparently have got their own troubles. 
cn M I'„ ° L ^o^TO]- Lloyds, through various treaties, and to 
I ?rff„S basis, through facultative reinsurance, 
is charging exorbitant premiums to the insurance companies And 

S&SLTBSSS -1 18 passed through to the p-ftitfS 

m some instances where Lloyds has indicated they are partiallv 
withdrawing : from the American market, because thVtaJJtoKe? 

Wn^f^^ m - in * heir whoIe histoiy . they ara suTgesTmg 
that now, .f they're gomg to remain partially into some lines of 

n^fc^oK 6111811 ^ 06 treatie8> tHat thej?re « oi 5 tochSSex 

totvel^X^mir^ 68 ^ ^ tr6aty ' th6y ' re g0ing 

I 2£L J °i!i N ^V C0 < - Uld 1 j^t^te^Pt you in the interest of time? 
nfS • 1)01111 ° f W**t° n was, have you done any analysis 
of price increases in this market to track whether or not they 
being influenced by increased costs of reinsurance or some otter 
definable factor? Or whether, in fact, some price mTre^re to rt 
JfflnL ? { e ^ r-I T mea ° * mi ? ht be well-motivated!butTmight 

crease^tw P Ew° thei ^ 0rd V if th ^f' s not a de fi naW e co?t to. 
^otffulf u y re «sP°oding to, and there's not a body of known 
data that shows an increase in costs in this line, which to my un- 
derstanding there isn't and no one's claimed there is then fthmk 
we need to look at premium rises. We need to address ttSe in he 
short term as well, m order to provide the timeframe 

pre^nim^ts? 011 ^ if y * l00ked 8pecifical] y at changes in 
Mr. Muhl. My staff has, but for those companies in Marvland 

X buSJ^iteL^ "ti done ° n f i^ssi 
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we are going to suggest at the meeting we have upcoming in Syra- 
cuse that this be done — the survey be done on a national scale 
through the various states. 

But I suggest that my staff have reviewed the various filings and 
we have again, we take our statutory charge quite seriously, and if 
we determine that a rate is excessive, or gouged if you will rate, 
that we will discontinue that rate. 

Mrs. Johnson. One last question. I know that my time is limited 
and we have many other panels, but I did want to clarify. In your 
testimony, you talk about the possibility of developing exclusions of 
separating the issues of child abuse and normal liability aspects. 

Do you think that in a sense, defining liability is a better direc- 
tion to move in than creating some kind of reinsurance fund or li- 
ability pool or assigned risk fund, or whatever? 

Mr. Muhl. I think at this point, on a short-term basis, any one 
single solution is not going to supply the need or solve the problem 
in total. It's going to be a combination of a lot of things. 

And again, I suggest to you that is on a short-term basis. I'm 
very confident that this is more at this point in time a short-term 
problem. I see within hopefully the next year or two, the capacity 
returning to normal, and then the nroblem there would be solved. 

There are some difficulties, some inheiv.rt difficulties, and I sug- 
gest to you that we were looking at a JUA or a statutorily created 
company to take this over and we are very seriously considering 
that. If we do that, again, that creates a whole new set of problems 
and it's something that we are weighing something we are looking 
at but I think the problems will be solved, given time. 

Mrs. Johnson. I would conclude, from that comment, that you 
would prefer that you act, rather than us? 

Mr. Muhl. Oh, absolutely. [Laughter.] 

Chairman Miller. Congressman Wolf? 

Mr. Wolf. I do have a question that I wish to ask. I've read that 
the Trial Lawyers Association has said that one of the underlying 
problems with professional liability insurance particularly, and 
perhaps other kinds of insurance, is that insurance companies are 
making tremendous profits. That's one of the problems which was 
alluded to by Ms. Johnson about the premiums that companies 
charge. 

Can you, as an insurance commissioner, comment on that? Do 
you have access to information about the amount of reserves that 
insurance companies have? 

Mr. Muhl. Yes, I do. As a matter of fact, we have each and every 
company that is licensed in the State of Maryland under some very 
strict reporting requirements, financially, on an annual basis, as 
well as, in some instances, on a quarterly basis. I have a team of 
financial examiners whose sole purpose in life is to go into an in- 
surance company to check for financial solvency, to look at the in- 
vestments, to look at every aspect of the finances of a particular 
company. 

Each of my colleagues in the various jurisdictions has that same 
capability and we are all tied into the National Association of In- 
surance Commissioners' early warning information system on the 
solvency detection of the various carriers. Yes, we do have access to 
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that information; we do make use of it; we do look at the compa- 

w??°lL W - ere *? sepa ? ate some of the things that are happening 
let s take investment income, for an example. There is a tremen- 
»rf JK nt ° f mv ^»ent income that the insurance companies 

FJSS3& SES& tlkmg the premium dollar and investi 5 

th?lVh - h f pr ° blems that L w ! are faced with is that as a result of 
the high interest rates we had over the past couple years, we had 
the companies participating in this cash-flow underwriting where 

25 W JSraS ° Ut ' and in my ° P J nion ' pre "y much to S 

wind, good logic commonsense underwriting, properly pricihg their 

l^u? "S?'^ ^ factor would ** on tho^, y a^?gomg o U t 
and grabbing the dollars because the investment return wis fantes- 

That has come back to eat them alive at this point. Because now 
that the interest rates have fallen, they were getting a^teeretura 
on their money, now the losses are mountinf and the fisS are 

35««r ?i h mvest " ien . t mcom e- So the bulk of the industry is 
taking a loss, even after investment income. 

Sure, there are companies making money, and in some cases 
when we ook at some of the companies, they have Z Xr 
substantial surp uses We have one company in tfffltStf Mary- 
land, for example, that's valued in excels of $8 billion but tffi 
one of the companies that I alluded to that took a 5t£r how 
beating losswise. They lost $512 million this past year and th?S 
vestment income did not make up for that. So^ wC you look at 

com?d» 

have access to the information; there are companies making 
SE&tfiX - " 8UbStential nUmb6r ° f «^«S?2 

le^iteti!*' ^ am ° Unt ° f money they are making 18 not a Prob- 
Mr. Muhl. No. 

Mr. Wolf. Thank you. Thank you, Mr. Chairman. 

matpS J? 1 ^*' ^^A 0 "' verv much - ^ woul d be helpful if 
NAIC could give us a list of States that have taken similar action 

O&SSFtS y ° Ur in - termS -° f foresta lling the cancellation? 
SSrfJ . & .committee is getting an awful lot of calls from 

Sreq^ed'the ESS th i nk if the , States have g° ne 22 
ana required the righting of this, then people who have had their 

SS2? T? l6d V"- 086 States ou e ht tolmow that thly have an 
opportunity to resubmit that coverage. y 

Mr Muhl. Be more than pleased to submit that As a matter nf 

the past d weeks, and they are still coming in. When I complete 
that, I would be more than pleased to send it on to you COmpIete 
Chairman Miller. You said at one point, in answering Congress- 
woman Johnson's question, that some of these bsseTwere S5£ 
flicted due to-and then I didn't hear the rest? 
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Mr. Muhl. Cash-flow underwriting. 
Chairman Miller. The what? 
Mr. Muhl. Cash-flow underwriting. 
Chairman Miller. Which was? 

Mr. Muhl. This means that instead of properly pricing the prod- 
uct, they reduced the price of that product to try to gain tl >s 
market share or to try to get as much business in f \ they could by 
being cheaper than the next guy, tak'ng the money and investing 
it for high yield. It worked well for a couple years, and then the 
interest rates dropped and then the floor fell. And now they are 
stuck with a lot of business that is underpriced business that they 
are not receiving a sufficient amount of premium to cover the cost. 

Chairman Miller. This activity may be completely unrelated to 
child care policies, right? They may have done that with respect 
to 

Mr. Muhl. I think it was widespread, in just about all the Mnes. 
But I suggest to you that maybe that is one of the problems I know 
the obstetricians, for an example, in Maryland, and in other juris- 
dictions are really concerned about now, their costs. In Maryland, 
there's not an availability problem at this point for the obstetri- 
cians. They are concerned about the cost. 

Now, I think the rates were, in some instances, held artificially 
low for the last couple of years. Again, you had this grab for the 
policy premium and the policy dollar for the investment purposes, 
and the rates were sort of artificially held down. 

Chairman Miller. So the theory was that they could make up 
the difference in the real rate and the offered rate by putting the 
money to work at high interest returns? 

Mr. Muhl. Yes. 

Chairman Miller. So with the speculation over, we're back to 
jacking up rates across the board in a number of fields, not just 
child care? 

Mr. Muhl. And probably the most severe problem I've had in 
trying to explain why these rates have gone up has been to my 
wife who just paid our insurance bill for our automobile and she 
still doesn't believe me. And I tried to give her all the information 
and reasons why. But it's difficult for all of us. 

But we're getting back to a point, now, Mr. Chairman, where the 
prices are coming back to where they probably should be and that's 
in some cases, a dramatic increase over the past couple of years. I 
guess a lot of us would have been in a better position if it were 
given to us in smaller doses instead of larger doses. 

But I thank you, Mr. Chairman. 

Chairman Miller. Thank you very much. Your testimony has 
been very helpful to us. 
Mr. Muhl. Thank you. 

Chairman Miller. The next panel that the committee will hear 
from will be made up of Mavis Walters, who is a senior vice presi- 
dent of the Insurance Services Office; Frank Neuhauser, Jr., who'*: 
vice president and actuary for AIG Risk Management; and James 
Kimble, who is the senior counsel for Federal affairs, the American 
Insurance Association. Welcome to the committee and we will hear 
from you in the order in which I called your name. 
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Your written statement will be included in the record in its en- 
tirety, and please feel free to summarize to the extent that you are 
comfortable. 

Ms. Walters. Thank you very much, Mr. Chairman. 

STATEMENT OF MAVIS A. WALTERS, SENIOR VICE PRESIDENT, 
INSURANCE SERVICES OFFICE 

Ms. Walters. I am Mavis A. Walters, senior vice president of 
ISO. Insurance Services Office is a nonprofit corporation that 
makes available rating, statistical, actuarial, policy form and relat- 
ed services to any U.S. property casualty insurer. We are not a 
trade association, and we do not take positions on legislative activi- 
ties. But on occasion, because we are a technical organization, we 
do serve as advisers to the industry, and hence, our appearance 
today. 

We serve our participating insurers in a variety of ways, for 16 
lines of insurance, including the personal lines which would in- 
clude homeowners and personal auto, and the commercial lines of 
insurance about which we've heard a great deal, and I dare say, 
we'll hear a great deal more, today. 

Our current commercial general liability program includes alot 
of sublines, again, some of which we discussed this morning. One of 
our sublines is owners, landlords and tenants' coverage or common- 
ly called OL&T. That is the vehicle that is commonly used to pro- 
vide liability coverage to day care centers. 

As a statistical agent, ISO compiles data from the insurers who 
file their information with us. We have presented to you, on page 2 
of my testimony, the actual experience for this class of business in 
our statistical plan that would be class 82115— the title of the class 
is day nurseries, but this does include the experience for child care 
centers. I'm certainly not going to read the table. I'll allow you to 
look at it and digest it. Let me see if I can try to explain what some 
of those numbers mean, very briefly, and obviously there will prob- 
ably be questions, I'll be happy to answer them. 

The table shows, for example, that for the first year, the one 
which we label policy year ended December 31, 1980. That very last 
column, Loss and Loss Adjustment Ratio, as you can see, it's 0.704. 
That indicates that just over 70 cents of every dollar of earned pre- 
mium for this class of business was needed to cover losses and loss 
adjustment expenses. 

However, 4 years later, by the end of policy year December 31, 
1983, over $1.33 was needed just for losses and loss adjustment ex- 
penses for every dollar of premium earned. I should emphasize that 
these figures do not include any of the expenses in providing insur- 
ance during those years; it only includes the loss adjustment ex- 
penses. The. general expenses involved in writing a policy, such as 
the acquisition costs and general expenses and premium taxes, et 
cetera, for this line of insurance, average about 35 to 40 cents on 
the dollar. 

Clearly, I believe, this table demonstrates that the prices that 
v,'ere actually charged for this coverage for the most recent 4-year 
period have been insufficient to cover even the claims, much less 
the cost of doing business. For the total 4-year period, I've summa- 
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rized in my notes the total premium collected for all coverage is 
about $11.7 million, but the total loss is for $12.2 million. 

We had a great deal of discussion this morning about the current 
financial condition of the industry and the capacity shortage. Let 
me see if I can summarize briefly, in a slightly different fashion, 
what it all means. And I think it's terribly important to under- 
stand this so that we can put this problem in perspective, and as 
Commissioner Muhl discussed this morning, the problems are not 
limited to day care facilities. 

Since 1980, losses and expenses have exceeded premiums primar- 
ily because prices failed to keep pace with loss costs. An unbroken 
string of underwriting losses began in 1979 and grew at an average 
annual rate of $3 billion through 1983. While the underwriting re- 
sults have declined since 1979, the industry's net investment 
income has grown continuously. However, the average annual in- 
vestment income growth of $1.7 billion did not even come close to 
the average growth of $3 billion for underwriting losses from 1979 
to 1983. 

In this regard, in fact, the commercial line's experience has been 
particularly terrible. General liability leads the pack with the high- 
est combined ratio of 152. A combined ratio reflects not just the 
losses and loss adjustment expenses, but the actual expenses of 
doing business as well. A major factor contributing to these misera- 
ble underwriting losses and the tightening insurance market, are 
the excessive costs of the civil justice system which may also 
threaten the industry's ability to accommodate future insurance 
meds. 

Recent court decisions have created new and uncertain liabilities 
for commercial line insurers. Another ingredient adding to that 
poor financial condition of the industry is the decline in policyhold- 
er surplus. If you will, policyholder surplus is the same as net 
worth for another corporation. Policyholder surplus is the term we 
use in the insurance industry. As a result of operating losses in 
1984, industry surplus fell by $2 billion. 

I would like to emphasize that this operating loss reflects the net 
of all the investment income earned and the underwriting losses. 
Underwriting losses were so severe that they gobbled up all of the 
investment income earned and produced an operating loss for the 
entire industry for 1984. 

In late 1984, our organization, ISO, completed a study entitled 
"The Coming Capacity Shortage," which in fact Commissioner 
Muhl referred to earlier. In that study, we estimated that available 
property casualty insurance may fail short of demand by $62 bil- 
lion over the next 3 years. I believe Commissioner Muhl misspoke 
when he said $67; it's really $62 billion. By the way, I do have 
copies of the capacity study which I'd be very happy to leave with 
you, Mr. Chairman. 

We estimate that 91 percent or $56 billion of that 3-year shortfall 
would be in commercial lines. One of the problems adding to the 
difficulties, of course, again, as Commissioner Muhl mentioned, is 
reinsurers have suffered even more adverse results than the indus- 
try as a whole. It was clear to everyone that 1984 industry operat- 
ing results are the worst ever and insurers must regain control of 
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their basic business. Action must be taken in 1985 to insure return 
to profitability in insurance operations. 

Significant premium increases are needed, especially for the com- 
mercial lines products. These necessary increases will not generate 
excessive profits, but will merely hopefully allow return to reasona- 
ble profitability after years of substantial underpricing. Earnings 
on funds invested in the insurance industry must be improv " to 
maintain and attract the capital necessary to provide the cr ty 
to meet the insurance demanded by our entire economy. 

The gravity of the industry's financial situation and the need to 
strengthen loss reserves ,vill exist for several more years, I'm 
afraid. Until premium increases begin to restore the industry to fi- 
nancial health, the hard market will create, indeed has created, a 
whole new set of problems for all of us. Some insurers may not sur- 
vive; indeed, some insurers will not survive. 

Others with a strong capital base should be able to prosper and 
serve a wider market. In preparation for meeting these challenges, 
some companies have already increased their capital base through 
stock or convertible debt securities offerings, capital markets thus 
far have responded positively, in my opinion because they believe 
that they are getting in on the ground floor of a recovery, and will 
be looking for positive earnings from insurer* 3 

Given 1985's more challenging circumstances, recoverv will re- 
quire certainly responsible business decisions and the cooperation 
of knowledgeable consumers and insightful regulators. 

Thank you, Mr. Chairman. 

Chairman Miller. Thank you. Mr. Neuhauser? 

[Prepared statement of Mavis Walters follows:] 

Prepared Statement of Mavis A. Walters, Senior Vice President, Insurance 

Services Office 

Insurance Services Office, Inc. (ISO) is a non-profit corporation that makes avail- 
able rating, statistical, actuarial, policy form and related services to any U S prop- 
erty/casualty insurer. ISO is not a trade association and therefore does not routine- 
ly represent insurers in legislative forums. However, on occasion, we do serve as 
technical advisors to the property/casualty insurance industry and in that capacity 
ma y appear with trade association representatives before legislative bodies. 

ISO has no mandatory membership requirements, nor do we have adherence re- 
quirements with respect to advisory rates, loss costs, policy forms or programs. In 
fact, we actively encourage independent action by participating insurance compa- 
mes. 

We serve participating insurers by gatheriig, storing, and disseminating statisti- 
cal information to regulators, as required by »aw, and to insurers for their own use. 
We also develop and assist in implementing programs that help define and cover 
risk. We promulgate advisory rates or advisor r prospective loss costs for sixteen 
lines of insurance including personal lines (automobile and homeowners) and com- 
mercial lines of insurance such as Commercial General Liability (CGL). ISO's cur- 
rent CGL program incorporates several sublines of coverage, one of which is known 
as Owners, Landlords, and Tenants coverage (OL&T). OL&T is generally the vehicle 
used to provide liability coverage to day care centers. 

The table below represents the most recent countrywide experience available for 
those companies reporting premium and loss data to ISO for advisory ratemaking 
purposes. This data is reported in accordance with the requirements of the ISO 
Commercial Statistical Report) Plan for the Day Nursery class of business 
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COUNTRYWIDE OWNERS, LANDLORDS, AND TENANTS LIABILITY INSURANCE, CLASS 82115-DAY 

NURSERIES 



(Al Companies Reporting to ISO] 



Policy year enoVig 


Total tents 


Incurred losses 1 


Medea! 


«curred 
ctans 


loss and loss 
adjustment 
rat* 


earned pf enwum 


Basic femtts 


bets, limits 


payments 


Borf'ly injury 

Dec 31. 1980 . 
Dec 31. 1981 
Dec 31. 1982 
Dec 31. 1983 


$1,785,529 
2.581.645 
3,321.139 
3.995.362 


$983,150 
1,144.240 
2.041.498 
2,864.361 


$243,127 
997.137 
1.340,296 
2,332.868 


$30779 
44.807 
89,347 

119,021 


168 
205 
321 
427 


0 704 
.847 
1045 
1331 


Total 


11.683,675 


7.033,249 


4.913,428 


283.954 


1.121 


1047 



1 Including as lets adjustment expense and developed to an gttmate basis 



This table shows that for the policy year ended 12/31/80 just over $.70 of every 
dollar of earned premium was needed to cover losses and loss adjustment expense. 
However, 4 years later— i.e. for policy year ended 12/31/83 over $1.33 was needed 
for losses and loss adjustment expense for each dollar of premium earned. These 
loss figures do not include the additional expenses in providing the insurance during 
those years. Expenses for general liability policies average about 35 cents out of 
every dollar. 

In order to put the present day care liability insurance problems into perspective, 
it is necessary to understand the overall financial condition of the insurance indus- 
try today. Since 1980, losses and expenses have exceeded premiums primarily be- 
cause prices failed to keep pace with loss costs and lagged the nation's overall eco- 
nomic growth. As a result, an unbroken string of underwriting losses began in 1979 
and grew at an average annual rate ot $3 billion through 1983. 

An even more dramatic increase took place in 1984 when underwriting losses 
jumped $8 billion, reaching $21.3 billion. Losses from underwriting for the six years 

1979 through 1984 totalled a staggering $55 billion. 

While underwriting results have declined since 1979, the industry's net invest- 
ment income has grown continuously. In an attempt to generate cash flow for in- 
vestment, insurers competed aggressively for premium dollars, knocking prices 
more and more out of line with loss costs. However, the average annual investment 
income growth of $1.7 billion did not even come close to the average annual growth 
of $3 billion for underwriting losses from 1979 through 1983. 

In 1984, the 10% increase in investment income of $1.6 billion was far below the 
60% increase of $8 billion in underwriting losses. With investment income lagging 
far behind underwriting losses, the industry's pretax operating income — the combi- 
nation of investment income and underwriting results— plunged to s negative $3.8 
billion in 1984. 

In this regard, the commercial lines experience has been particula/ly terrible, 
Four key commercial lines— General Liability, Commercial Multi-Pen 1, Workers 
Compensation and Commercial Automobile — are disasters. General Liability leads 
the pack with the highest combined ratio of 152. 

A major factor contributing to these miserable underwriting losses and the tight- 
ening insurance market are the excessive costs of the civil justice system w hich may 
also threaten the industry's ability to accommodate future insurance need;. Recent 
court decisions nave created new and uncertain liabilities for commercial line insur- 
ers Such decisions, in fact, have rewritten terms of policies and altered the obliga- 
tions of the insurers to their policyholders. In addition, legislative initiatives that 
liberalize the tort liability system have added to insurance costs. 

Yet another ingredient adding to the poor financial condition of the insurance in- 
dustry is the decline in policyholder surplus. Policyholder surplus is the difference 
between insurers' assets and liabilities and is a measure of an insurer's capacity to 
provide insurance coverage safely, As a result of operating losses in 1984, industry 
surplus fell 3% to $63.6 billion. In constant dollars, 1984 surplus was 3% below the 

1980 level, which indicates that capacity may not be sufficient to meet the insur- 
ance needs of an expanding U.S. economy. 

In fact, ISO has recently conducted a study entitled, "The Coming Capacity Short- 
age," which projects that the available property /casualty insurance may fall short 
of demand by $62 billion over the next three years. This projection is based on a 
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fairly stable financial scenario which indicates that the capacity shortfall could be 

even more severe if circumstances are less favorable than assumed. 

*a ??.^ timat ^ iha h . under reasonable assumptions, the capacity shortfall would be 

j £«A?\S r 5% of the market in 1985 » $ 22 - 6 billion or 14% of the market in 1986, 
and 32.0 billion or 18% of the market in 1987. 

Ninety-one percent or $56 billion of the three-year shortfall could be in commer- 
ce ines. The commercial lines shortfall would be $7.1 billion or 9% of the commer- 

SSL 08 market thw vear » * 20 - 6 billion or 22 % in 1986, and $28.3 billion or 26% in 
1987. 

Another element affecting capacity is that, in 1984, reinsurers showed much more 
adverse results than the industry as a whole. Reinsurers have tightened their un- 
derwriting and the reinsurance^apacity shortfall could be 25% cf that potential 
market by 1987. The inability of primary insurers to obtain adequate reinsurance 
would further restrict their growth. 

Due to the unique nature of the insurance industry's present cycle and the fact 
that the industry s current financial situation is much worse than any preceding 
cycles, a recovery will take longer, perhaps three years or more. This time, reinsur- 
ers have restricted their market and captives and self-insurance mechanisms are 
less likely to be effective safety valves. It is also less likely that additional industrial 
conglomerates or additional foreign entities will aggressively enter the insurance 
business over the next few years. The net result will be that premium-to-surplus 
ratios will rise dramatically, and a substantial capacity/insurance-availability prob- 
lem looms on the horizon. 

It is clear that 1984 industry operating results are the worst ever and insurers 
must regain control of their basic bus ; n*ss. Action must be taken during 1985 to 
ensure a return to profitability in insurance operations. 

Insurers must develop solid business products, and their prices must correctly re- 
flect the costs and expenses for coverages provided. Significant premium increases 
are needed, especially for the current commercial lines products. The public must be 
made aware that the necessary increases will not generate excessive profits, but will 
merely allow a return to reasonable profitability after years of substantial under- 
pricing. Earnings on funds invested in the insurance industry must be improved to 
maintain and a'ract the capital necessary to provide the capacity to meet the in- 
surance demanded by our economy. 

The gravity of the industry's financial situation and the need to strengthen loss 
reserves will exist for several more years, until premium increases begin to restore 
the industry to financial health. The hard market will create a whole new set of 
problems, testing all segments of the industry and regulation alike. Some insurers 
may not survive. Others, with a strong capital base, should be able to prosper and 
serve a wider market In preparation for meeting these challenges, some companies 
have already increased their capital base through stock or convertible debt securi- 
ties offerings. The capital markets have responded positively. Given 1985's more 
challenging circumstances, recovery will require responsible business decisions and 
the cooperation of knowledgeable consumers and insightful regulators. 

STATEMENT OF FRANK NEUHAUSER, JR., VICE PRESIDENT AND 
ACTUARY, AIG RISK MANAGEMENT, INC. 

Mr. Neuhauser. I appreciate the opportunity to testify before 
the select committee this morning. 

Over the past few months, I have been involved in investigating 
the current problem shared by many child care providers in obtain- 
ing adequate affordable insurance. Our research has included: the 
experience of child care providers as a class; the underwriting cri- 
teria employed in underwriting individual child care providers; im- 
plications of the massive publicity of abuse incidents on insurance 
availability; and possible solutions to the current problem. 

Over the past 6 years, the insurance industry has been sub- 
merged in the most prolonged unprofitable period in its history 
Limited information is currently available on the experience for 
child care providers. The data that is available, however, does not 
indicate that child care providers as a class of insurance are any 
worse or better than average. 
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One particular problem with insurance for child care providers is 
that much of the insurance has been written for associations 
through managing general agents. Over the past few years, associa- 
tions, in general, through leverage, produced from generating large 
premiums, have been able to command reduced premiums and less 
selective underwriting. Association business, as a result, has been 
cited as a major contributor to the failure of specific insurance 
companies. Managing general agents who produce most association 
business previously enjoyed broad latitude in the authority granted 
to them by insurance companies. This authority has been curtailed 
or completely eliminated over the payt year. 

Our researchers determined that the insurance industry relies 
heavily on underwriting judgment in evaluating exposure for child 
care providers. Included in the criteria, are: whether the child care 
provider is licensed; specific licensing standards and the enforce- 
ment thereof; child staff ratios; screening process for employees; 
physical condition of the facility, whether the facility was original- 
ly intended for child care or was converted from some other use; 
the transportation of children by the child care provider; food prep- 
aration; and available medical facilities. 

The variation between one child care provider from another 
based upon the aforementioned and possibly additional criteria, 
can be extremely significant. As such, adequate selection processes 
become a heavy administrative expense for insurance companies. 
Considering the low average premiums, at least historically, the re- 
lation between administrative expense and collected premium 
would appear to be prohibitively high. 

The current unprofitability withn the insurance industry has led 
to severe shortages for a variety of insurance coverages. The insur- 
ance industry as a whole is concentrating on avoiding exposure to 
risks which have caused severe losses in the past or have the po- 
tential to cause severe losses in the future. 

It seems that every week we see headlines detailing cases of 
physical or sexual abuse of children in child care facilities. The po- 
tential for multimillion dollar judgments does exist. To my knowl- 
edge, no million dollar award has ever been paid in a child abuse 
case. Awards of over $1 million, however, have been paid under lu- 
dicrous situations. What would a jury that awarded $1.2 million to 
an overweight man who had a heart attack due to the force re- 
quired to start a lawnmower, award to a child who has been 
scarred for life by intentional malicious abuse? 

To a great extent, the problem in obtaining insurance for child 
care providers is part of a much greater problem. Many of us be- 
lieve we are living under a court system that is completely out of 
control The impact of the current escalation in judgments makes 
the underwriting of any liability insurance a risk that is not only 
potentially expensive in the current year, but provides a latent ex- 
posure for decades to come. 

In a sense, child care providers expose an insurance company to 
potential losses in the same manner as chemical and pharmaceuti- 
cal manufacturers. Decades ago, the insurance industry did not en- 
vision the extent of the damage that was being done by asbestos or 
DES. As a result of the escalation of awards for damage to people 
from numerous cases— drugs, chemicals, medical malpractice, for 
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example, insurance companies are reluctant to provide coverage 
As a result of past experience with chemical and phaimaceutical 
mmiufacturers and distributors, these industries have had extreme 
difficulty in obtaining coverage. 

Again, it must be reiterated, that the insurance industry has 
seen its capital base erode over the past number of years. The in- 
surance industry capital base or surplus can be equated to supply 
in an economic sense. Over the past 12 months, the insurance in- 
dustry has seen demand for the first time in vears exceed supply. 
The supply is being directed toward areas that would appear less 
likely to cause severe losses in the future. 

The fact that available statistics do not indicate child care pro- 
viders to have been in a group with losses of the magnitude of as- 
bestos manufacturers or certain pharmaceutical companies, does 
not rule out this potential for the future. Similarly, the failure to 
identify large child abuse claim payments does not rule out this sit- 
uation m the future. Many in the insurance industry expect that 
large judgments will be commonplace for child care providers. 

Todays tort system not only produces large awards; it encour- 
ages them. The other morning while I was riding to work, I saw 
next to a bank advertisement a picture of a terrible auto accident 
with bold letters, "AN ACCIDENT LIKE THIS SHOULD NEVER 
HAPPEN TO YOU. BUT WHO WOULD YOU CALL IF IT DID?" 
The law firm of Brae & Rybicki P.C.— because you never know 
when it could happen to you. I've seen similar advertisements for 
malpractice. 

Any long-term solution to che problem of obtaining adequate af- 
fordable insurance for child care providers requires an effort in a 
much broader arena. The primary problem clearly appears to be 
the application of our tort system. Unlimited contingent fees, puni- 
tive damages, and skyrocketing compensatory awards have not 
only affected the insurance product, but our entire economy as 
well. 

Much has been written about our tort system inhibiting the de- 
velopment of new products and drugs. Even more relevant, we 
should consider the potential economic impact of inhibiting work- 
lngsingle parents and two-income families from earning a living. 

There are potential short term insurance and insurance related 
fixes: exclusions for physical and sexual abuse; stricter licensing 
and enforcement thereof; lower limits of liability; no-fault benefits 

ou r workers compensation; or claims-made policies. 

Short-term fixes, however, will not provide us with what many of 
us believe to be necessary. Any permanent solution will require 
changes in our tort system. 

^^M 11 a r€ ? ent Forbes article > " A World Without Insur- 
ance? No longer do we have the luxury of pretending the mon- 
ster we have created will go away. It won't." 

Thank you very much. 

Chairman Miller. Thank you. Mr. Kimble? 

[Prepared statement of Frank Neuhauser follows:] 

Prepared Statement op Frank Neuhauser, Jr., M.A.A.A. Vice President and 
Actuary, AIG Risk Management, Inc. 

I appreciate the invitation to testify before the Select Committee this morning. 
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Over the past few months, I have been involved in investigating the current prob- 
lem shared by many child care providers in obtaining adequate and affordable in- 
surance. Our research has included: 

(1) The experience of child care providers as a class; 

(2) The underwriting criteria employed in underwriting individual child care pro- 
viders; 

(3) Implications of the massive publicity of abuse incidents on insurance availabil* 
ity; and 

(4) Possible solutions to the current problem. 

Over the past six years the insurance industry has been submerged in the most 
prolonged unprofitable period in its history. Limited information is currently avail- 
able on the experience for child care providers. The data that is available, however, 
does not indicate that child care providers, as a class of insurance, are any better or 
worse than average. 

One particular problem with insurance for child care providers is that much of 
the insurance has been written for associations through managing general agents. 
Over the past few years, associations, in general, through leverage produced from 
generating large premium, have been able to command reduced premiums and less 
selective underwriting. Association business as a result has been determined to be 
more unprofitable than average and has been cited as a major contributor to the 
failure of specific insurance companies. Managing general agents, who produce most 
association business previously enjoyed broad latitude in the authority granted to 
them by insurance companies. This authority has been curtailed or eliminated over 
the past year. 

Our research has determined that the insurance indust:y relies heavily on under- 
writing judgement in evaluating exposure for child care providers. Included in the 
criteria are: 

Whether the child care provider is licensed; 

The specific licensing standards and enforcement; 

Child-staff ratios; 

The screening process for employees; 
The physical condition of the facility; 

Whether the facility was intended originally for child care or was converted from 
other use; 

Tne transportation of children by the child care provider; 
Food preparation; and 
Available medical facilities. 

The variation between one child care provider from another based upon the afore- 
mentioned and possibly additional criteria can be extremely significant. As such, 
adequate selection processes become a heavy administrative expense for insurance 
companies. Considenng the low average premiums, at least historically, the relation 
between administrative expense and collected premium would appear to be prohibi- 
tively high. 

The current unprofitability within the insurance industry has led to severe short- 
ages for a variety of insurance coverages. The insurance industry as a whole is con- 
centrating on avoiding exposure to risks which have caused severe losses in the past 
or have the potential to cause severe losses in the future. 

It seems that every week we see headlines detailing cases of physical or sexual 
abuse of children in child care facilities. The potential for multi-million dollar judg- 
ments exists. To my knowledge no million dollar award has ever been paid in a 
child abuse case. Awards of over a million dollars, however, have been made under 
ludicrous situations. What would a jury that awarded $1.2 million to a overweight 
man who had a heart attack due to the force required to start a lawnmower award 
to a child who has been scarred for life by intentional malicious abuse? 

To a great extent the problem in obtaining insurance for child care providers is 
part of a much greater problem. Many of us believe we are living under a tort 
system that is completely out of control. The impact of the current escalation in 
judgements makes the underwriting oi any liability insurance a risk that is not only 
potentially expensive in the current year but provides a latent exposure for decades 
to come. 

In a sense, child care providers expose an insurance company to potential losses 
in the same manner as chemical and pharmaceutical manufacturers. Decades ago 
the insurance industry did not envision the extent of the damage that was being 
done by asbestos or DES. As a result of the escalation of awards for damage to 
people from numerous cases— drugs, chemicals and medical malpractice, for exam- 
ple — insurance companies are reluctant to provide coverage As a result of past ex- 
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perience with chemical and pharmaceutical manufacturers and distributors, these 
industries have had difficulty in obta : .iing insurance. 

Again, it must be reiterated that the insurance industry has seen its capital base 
erode over the past number of years. The insurance industry capital base or surplus 
can be equated to supply in an economic sense. Over the past twelve mon hs, the 
insurance industry has seen demand, for the first time in years, exceed supply The 
supply is being directed toward areas that would appear less likely to cause severe 
losses in the future. 

The fact that available statistics do not indicate child care providers to have been 
in a group with losses of the magnitude of asbestos manufacturers or certain phar- 
maceutical companies does not rule out this potential for the future. Similarly^ the 
failure to identify large child abuse claim payments does not rule out this situation 
in he future. Many in the insurance industry expect that large judgements will be 
commonplace for child care providers 

Today s tort system not only produces large awards, it encourages them. The 
other morning while I was riding to work 1 saw, next to a bank advertisement, a 
^^%xJ^n!P?JS aut0 acc * dent w,th w °rds in bold letters "AN ACCIDENT LIKE 
mm» S ^°V LD r NEV ??, HA ? PEN TO Y0U - BUT WH0 WOULD YOU CALL IF IT 
? ?L T * he ,aw /V™ of Grae & Rybicki P.C.-because you never know when it could 
happen to you. I have seen similar advertisements for medical malpractice. 

Any long term solution to the problem in obtaining adequate affordable insurance 
for child care providers reouires an effort in a much broader arena. The primary 
problem clearly appears to be the application of our tort system. Unlimited contin- 
gent fees, punitive damages and skyrocketing compensatory awards have not only 
ailected the insurance product, but our entire economy as well. Much has been writ- 
ten about our tort system inhibiting the development of new products and drugs 
Even more relevant; we should consider the potential economic impact of inhibiting 
working single parents and two income families from earning a living. 
There are potential short term insurance and insurance related fixes- 
Exclusions for physical and sexual abuse; 
Stricter licensing and enforcement thereof; 
Lower limits of liability; 



No fault benefits as for workers' compensation; or 
Claims-made policies. 

Short term fixes, however, will not provide us with what many believe is neces- 
sary. Any permanent solution will require significant changes in our tort system. As 
quoted in a recent Forbes article, "A world without insurance? 1 ' "No longer do we 
have the luxury of pretending the monster we have created will go away. It won't" 

Thank you. & J 

STATEMENT OF JAMES L. KIMBLE, SENIOR COUNSEL, FEDERAL 
AFFAIRS, AMERICAN INSURANCE ASSOCIATION 
Mr Kimble. Ym Jim Kimble. I'm senior counsel for the Ameri- 
can Insurance Association. The American Insurance Association 
represents 177 stock property and casualty insurance companies. 

lhe scenario which presents itself today is one of a market in 
transition, not necessarily a market in panic or hysteria. Clearly, 
the statistical information provided by the Insurance Services 
Office suggests that rate increases are appropriate. They don't sug- 
gest, however, that the insurance industry should abandon the 
market. 

The loss ratios are very similar to other loss ratios in the general 
liability area. Those statistics suggest prudence, not panic. 

Indications are that market adjustments are taking place As 
some earners have left the market, other carriers have either ex- 
panded their coverages or have entered the market. For instance, 
in California, we know that there was one company which provided 
a great deal of the coverage in that State. They were forced to cur- 
tail their coverages, and we know of at least three companies in 
your home State which have moved into that market. Now, per- 
haps, that coverage isn't enough to offset the one company which 
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left the market but, hopefully, that sort of market movement by 
other insurance companies will accelerate, and any shortfall will 
be made up in the near future through those other companies en- 
tering the market or expanding the amount of coverage which 
they're offering. 

What we'd like to suggest to you today is that any approach to 
solutions be phased in. Clearly, the first approach which should be 
initiated is for this committee and the State insurance commission- 
ers to act as facilitators. 

I believe there is some degree of misunderstanding between the 
two involved or affected industries. My people are, to some extent, 
a little confused about the lack of regulation and standards for the 
day care industry. We've heard testimony from day care owner/op- 
erators suggesting that because they have had no claims, they 
don't understand why their premiums are increasing. 

That clearly suggests that they don't understand very basic in- 
surance principles associated with spread of risk. I would suggest 
that this committee act as a facilitator and open a room so that the 
two affected industries can sit down together and hopefully create 
a better level of understanding. 

Also, market assistance programs are being mentioned. That is a 
good voluntary, private sector approach to linking up insurers and 
insureds. Hopefully that will be enough of a solution. If necessary, 
State insurance commissioners and State legislators will go beyond 
that. We've had references to joint underwriting associations made 
today. That also is a potential solution. Not one that the insurance 
industry would look favorably upon, necessarily, but it does clearly 
indicate that coverage will be made available. 

But Td like to emphasize that the first step should be voluntary 
private sector solutions, an attempt to increase the level of under- 
standing between the two industries, and a voluntary effort to link 
up policyholders with insurers. 

Thank you. 

[Prepared statement of James Kimble follows:] 

Prepared Statement of James Kimble, Senior Counsel, American Insurance 

Association 

The American Insurance Association (AIA) is a trade association which represents 
172 property and casualty insurance companies. The member companies of the Asso- 
ciation provide a majority of the commercial line insurance coverages written 
throughout the United States. Some of AIA's members provide general liability cov- 
erage to professional day care centers. Liability insurance is provided to some 
family day care homes through the application of the "business pursuits" endorse- 
ment which removes the business exclusion from the homeowner' j policy. 

Professional uav care centers and family day care homes are currently experienc- 
ing a liability insurance availability and affordability problem. To the extent that 
state law mandates the acquisition of general liability insurance coverage as a pre- 
requisite for doing business, the availability/affordability situation is exacerbated. 
Current insurance market conditions for professional day c«re centers suggest a 
market in transition rather than chaos. The countrywide experience for those com* 
panies reporting premium and loss data to the Insurance Services Office, Inc. (ISO) 
for advisory ratemaking purposes for day nurseries appears to conform with the 
current loss experience for the majority of commercial insurance lines. If expense 
factors are built into the loss and loss adjustment data for day care nurseries pro- 
vided by ISO, the combined ratio approaches the aggregate general liability com* 
bined ratio of 152. Although these losses clearly indicate the need for increased 
rates, they do not suggest that insurers should abandon the market. 
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Insurance availability and affbrdability problems are not confined to the day care 
industry. Societal litigiousness and our legal system's movement towards the notion 
of absolute entitlement has resulted in availability/aflordability problems for com- 
mercial automobile insurance, pollution insurance, municipal liability insurance, 
and professional liability insurance. Recent publicity associated with sexual and 
physical abuse in day care centers and homes may, in the judgment of the insur- 
ance industry, result in increased frequency and severity of claims. This increased 
publicity, coupled with the possibility of standards of absolute liability being applied 
in an area as sensitive as child care, serves to increase the underwriters caution. 

The wc ikened financial condition of the insurance industry and the increased 
demand on irsurers* capacity to provide insurance coverage has impacted all lines 
of insurance. Since 1980, losses and expenses have exceeded premiums. In 1984, the 
property and casualty insurance industry experienced underwriting losses of $21 bil- 
lion offset by investment income totalling $17 billion, resulting in a drain on insur- 
ance industry surplus of approximately $4 billion. Diminished surplus and the re- 
sulting shortfall in the industry's capacity to respond to the increased demands for 
insurance will affect the availability and affbrdability of all commercial lines, in- 
cluding general liability for family day care homes and professional day care cen- 
ters. 

Liabilitv resulting from criminal acts has traditionally been excluded from the 
general liability policy. More recently, sexual and physical abuse has also been ex- 
cluded from the policy. However, judicial misinterpretations of insurance contracts 
have altered the obligations of insurers to their policyholders and have resulted in 
liability exposures which were never contemplated by the insurer and for which no 
premium was collected. Specific to day care centers, plaintiff attorneys have fin- 
essed the criminal and sexual or physical abuse exclusions by claiming negligence in 
hiring practices. Judicial interpretations which make coverage available through 
tortured decisions has further added to the degree of prudence displayed by under- 
writers. 

An expeditious solution to the current market displacement problem must come 
voluntarily from the private sector. Coordination between representatives of the in- 
surance industry and family day care homes and professional day care centers is 
necessary in order to identify potential insurance markets and policyholder groups. 
As insurers restrict their writing for day care centers, others may aggressively enter 
the market to replace that coverage. A better mutual understanding of the problems 
of the two affected industries wrll enhance the process of linking insurers with in- 
sureds. This voluntary approach to solving the insurance availability/affordability 
problem should be given a chance before state or federal legislators attempt to ad- 
dress the problem through legif iation. 

Note. — This statement has neen endorsed by the Alliance of American Insurers. 

Chairman Miller. Thank you very much. 

Ms. Walters, let mc ask you a couple questions with respect to 
the table on page 2. In 1980, you had total premiums of 1.7 and in 
1983, you had total premiums of 3.9. 

Now, let me ask you, that is not for the same number of facilities 
nor the same number of children, is that correct? 

Ms. Walters. That's correct. 

Chairman Miller. I assume that reflects both an increased 
number of policies and some policy rate increase? 
Ms. Walters. That's correct. 

Chairman Miller. During that period of time, you indicate for 
the premium dollar earned, 70 cents was the expense paid out? I 
maybe phrasing that wrong. 

Ms. Walters. Loss and loss adjustment expenses. That's what 
was paid in claims. 

Chairman Miller. S*> for every dollar in premium that was 
earned, 70 cents was paid out. Now, that 70 cents does not reflect 
what I think you referred to before as net operating loss. There is 
no investment income included in that. That simply was whether 
or not the premium dollar covered the loss? 



Ms. Walters. Exactly. 
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Chairman Miller. What was the investment income in 1980' 
Ms. Walters. The investment income is certainly not calculated 

by individual class or even by line of insurance but we can give vou 

, % r d ? mv ^tment income in total for all lines of insurance. 

A.M. Best compiles these figures. 
I can certainly tell you that, as I did indicate for the latest year 

in 1384, the sum of investment income and underwriting produced 

an operating loss. 

Chairman Miller. I understand that. I'm trying to determine 
what s happened in 

Ms. Walters. If you want to know it I have the figures for in- 
vestment mcome as a percentage of earned premiums starting in 
1951 through 1984, and the yeai we're looking at, in 1980, as a per- 
centage, investment income as a percentage of earned premiums 
was almost 12 percent of earned premium in 1980, this is for all 
lines combined. In 1980 the underwriting loss was 3 percent of 
earned premium so that the operating income was 8 percent of 
earned premium in 1980. 

Chairman Miller. What I'm trying to determine is how and to 
what extent the industry sorts out whose shoulders the burden for 
making up the loss will fall. As the previous witness indicated, 
some of this loss might be self-inflicted. The problems with Fire^ 
men s Fund are not related to day care coverage. They're related to 
massive internal management problems and investment decisions 
that had been made, underwriting decisions that had been made. I 

ask whyme? ^ Wh ° haVC neV6r had a l0SS ° n their 

u A He m * hin , k ^ when vou Iook [i doesn't seem to me that the 
shortfall in the industry or the bottom of rhe cycle as you call it is 
going to be made up on the backs of nurse midwives or obstetri- 
cians, longhaul truckers, and day care operators. That's not going 
to work. There s not enough premium there if you took every 
dollar they had in their pocket. 

u ^r h °xT d ? es the industr y sort out these decisions? It's suggested 
by Mr. Neuhauser that these operators don't look any better or any 
worse than other people you insure. Why the cancellations here as 
opposed to other lines? 

Ms. Walters. You've asked several questions. 

Chairman Miller. Yes. 

Ms. Walters. Let me see if I can address them in any in the- 

Chairman Miller. You know more about your industry than I 
do, and I m trying to figure it out with your help. 

Ms. Walters. I believe Commissioner Muhl made the point that 
is terribly important m this line of insurance or in any other line 
ot insurance to recognize that the history leading up to where we 
are today results in the fact that the premiums charged in the 
marketplace have not been sufficient to keep them current or in 
line with loss costs. 

Indeed, the first principles of ratemaking are that the premium 
should be sufficient to cover all losses and expenses expected to be 
incurred under that policy contract. This is how ratemaking formu- 
las are constructed. The whatever you want to call it-I would not 
have used the same terms as Commissioner Muhl but let's say the 
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excessive competition of the eighties led insurers to abandon the 
discipline of pricing in line with loss costs. 

Now, some may see that as an evil; some may see that as a good 
I make no qualitative judgments; the fact is, the prices charged in 
the marketplace were inadequate. Insurers made those decisions 
because the managements, by in large, of companies believed that 
any shortfall, if you will, between premiums and expected incurred 
losses, could be made up through investment income because inter- 
est rates were running very high. 

Chairman Miller. Is it the expectation of the industry that the 
losses that need to be made up are the loss adjustment ratio, or do 
we have to make up for bad investment decisions? 

Ms. Walters. No sir. Not the latter. Most definitely, most defi- 
nitely not the latter. Let me see if I can 

Chairman K _xer. Then I'd be terribly concerned that you had a 
net operating loss of $3 billion? 

Ms. Walters. That was 

ifto^™ 8 ? Miller. Because if you'd put aside my 30 cents in 
1980, 1 might be better off in 1983. 

Ms. Walters. Well, you didn't have 30 cents in 1980, because it 
still costs more to— the premiums charged in 1980 were still insuffi- 
cient to cover the losses. 

Chairman Miller. But I'm trying to determine the universe of 
loss that I m expected to cover with my premium dollar. It's not 
quite clear to me. It s not 70 cents, right? Because then there was 
the cost of writing it? 

Ms. Walters. That's correct. 

Chairman Miller. So I've got to take in the overhead. 

Ms. Walters. So add another 35 cents. Add another 35 cents for 
that and you can see, even in 1980, the combined ratio as you 
would then call it would have been about 105, if the combined ratio 
is 100, then losses and expenses were perfectly in line with loss 
costs, the company would receive no profit for writing the business 
through the underwriting, but losses and expenses would have 
been perfectly in line with loss costs. That's how you read the num- 
oers. 

Commissioner Muhl made another important point which I'd like 
to emphasize. 

Chairman Miller. Why the cancellations in this field, though? 

Ms. Walters. Let me try to emphasize what I tried to emphasize 
at the beginning of my- 

Chairman Miller. The numbers don't explain to me the rash of 
cancellations in this field, as opposed to others. 

Ms. Walters I certainly for one, Mr. Chairman, I'm not going to 
sit here and defend midterm cancellations. I'll leave that to my col- 
leagues from the companies and trade assocations, so I'm not going 
to defend midterm cancellations. 

Let me try to put this problem in perspective. In our capacity 
study, we ve tried to make it very clear-Mr. Neuh^user referred 
to it— we re talking about questions of supply and demand. They 
are no more complicated in the insurance industry than they are 
m any other industry, frankly. We are seeing that demand for in- 
surance is going to fall short of supply. Now, we can quibble about 
to what extent these numbers will come up, but clearly, demand is 
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falling short of supply today, and I'm afraid, no good news here, we 
project it's going to get worse before it gets better. 

Why is that happening? It's happening because of the scenario 
that I laid out for you. This industry on a cash flow basis lost 
money in 1984; its surplus declined. In conducting the insurance 
business, there have been no profits to add to surplus which allows 
a company to continue to grow in terms of the premium volume it 
writes; to keep up with the needs of an expanding American econo- 
my. That hasn't happened. That's the only reason I was explaining 
those numbers, to put it into perspective. 

For this particular class of business, I share the views as ox- 
pressed by Mr. Kimble, to some extent. I don't see this as— I'm an 
actuary; I'm not an underwriter and our organization does not 
write insurance— but from my perspective as, let's say, a technical 
observer of the insurance industry, I don't see this class of business 
as having the same kind or potential for catastrophic losses as we 
would see in the medical malpractice area, for example, or in pollu- 
tion liability areas. Frankly, those are questions that the answers 
are perhaps even beyond the imagination to delve into. 

I don't see that same problem here. I think we may be by large 
dealing with transition problems. When supply falls short of 
demand, a prudent manager, whether you're running a grocery 
store or whether you're running an insurance company or an auto 
manufacturing plant, when supply falls short of demand, you look 
to make available that limited supply to those areas where you, as 
the manager or the chief executive offer, believes you are more 
likely to have an opportunity to earn a profit that will contribute 
to surplus, that will allow your surplus to grow, so that you can 
continue to provide insurance and in fact meet the expanding 
needs of an American economy. 

Chairman Miller. But the question remains unanswered for the 
Committee for the time being. So far, nobody has come forward 
suggesting this is a horrendous industry to provide coverage for. 
We don't know if there is a rational adjustment in premiums un- 
derway, and I share the concerns of Congresswoman Johnson about 
scalping in the premiums. 

Is this industry one of those areas where you can put your dol- 
lars and make a profit? Maybe it is. But no rational sorting out of 
the cycles and the liabilities has taken place. So far, there s not a 
shred of evidence that that's what's taken place at all. 

There was a decision, and I think Commissioner Muhl put it 
more succinctly, an hysterical decision based upon some newspaper 
articles, to change policy. So we don't know in an actuarial sense, 
if there was a rational adjustment in premiums, whether this is 
one of those areas that could still be covered. We're told simply 
that this is not one of those areas. 

Ms. Walters. Well these data make it perfectly clear to me, as 
an actuary, that the premiums that have been charged in the most 
recent past have been too low, for whatever the reason, they've 
been too low. 

Let me give you a simple example. If in the competitive environ- 
ment, in the rush to gain market shares as was described before, 
an underwriter's judgment that the proper rate is, let us say, 
$1,000, that's the proper price to insure this product but because of 
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the excessive competition there was a 20 or 30 percent reduction. 
Say, no, some other underwriter or agent comes in and says I'm 
going to write that business for $700. A 30 percent reduction. 

To get— and that has gone on for the last 3 or 4 years in general 
tor the commercial line of insurance— either, in fact, not even a 
holding pattern with respect to commercial lines, but indeed reduc- 
tions over the years. That means that even to get back to the point 
where you should have been when you started, it takes excessive 
increases that are perhaps doubled. For example, a $100 premium 
reduces by 50 percent, it takes 100 percent increase to get back up 
to $100. So that the prices to get them back up to where they 
should be just to cover the losses and expenses, not to make up or 
recoup for past losses— that is not permitted and it's not allowed 
and it s not part of any rate-making structure, it's going to take 
several successive increases just to get that back where it should 
have been. 

Insurance companies must file and ISO, as a rating organization, 
files rates with each jurisdiction, with each state or District of Co- 
lumbia, for its classes each year, and we file for rate increases. 
And, as Commissioner Muhl indicated, those increases are scruti- 
nized and approved by state insurance departments. 

We are seeing these great increases because the starting point by 
m large was not the suggested or advisory manual rate which ISO 
has had on its books, but something below that so while we may 
file for modest increases of 10 or 15 or 20 percent, when they're 
stertmg way down here, they're going to take big jumps to get back 
where they should be. I think that's part of the problem. 

Chairman Miller. Congressman Coats? 

Mr. Coats. Thank you, Mr. Chairman. Mr. Neuhauser, based on 
your testimony— and I just want to pursue this maybe I'm misread- 
i? 6 £m l t seems to me that Perhaps you're coming down a little 
bit differently than the other two witnesses in terms of the poten- 
tial long-term risk. I'm referring specifically to your statement that 
says. Many m the insurance industry expect that large judgments 
will be commonplace for child care providers in the future." This is 
a question that s been before us in both insurance hearings that 
we ve had —the difference in expectations. 

We know that the actuarial experience is not enough to justify 
it— perhaps enough to justify premium increases, but not to justify 
cancellations and the kind of extreme responses that we've seen 
from the industry. 

I would like you, if you could, to elaborate on that statement 
it IPS . e about the Potential long term liability. Is it out 
there? Does it exist? Or is it just something that's in the minds of 
some of the underwriters because of the headlines they've read, 
and so forth? ' 

Mr. Neuhauser. I think the potential is out there. But by the 
same token, I can agree that it minds. The potential for huge judg- 
ments for DES or asbestos, 20 years ago, was not even in an under- 
writer s mind. When we read about a child abuse situation and 
consider the potential impact on that child when that child reaches 
its majority, that potential is there. Similarly, and the insurance 
company for years has refused to insure the health hazzard of to- 
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bacco companies. To my knowledge there has never been a single 
penny paid for a health claim against a tobacco company. 

There is that similar expectation that has been made by insur- 
ance companies. Now, as an actuary having reviewed the numbers, 
having searched to see if there were child care abuse cases that 
were serious in doilar magnitude, I could not find them. Having 
spoken to underwriters, having spoken to brokers, the expectation 
of large claims exists. 

Mr. Coats. Is it not possible for the company to write an exclu- 
sion into the contract that will remove them from liability, or do 
you fear that the courts will not honor that exclusion? 

Mr. Neuhauser. Frankly, sir, they feel that the courts would not 
honor that. The courts have taken & me very difficult stances, at 
least as respects the insurance industry, on interpretation of cover- 
age. Asbestos is a specific example where a coverage was written 
based upon claims, theoretically occurring during a year; limits of 
very small amounts were provided in the 30s and 40s. 

The courts have made decisions in the Keene case or in the Ray- 
mark decision in Illinois, that those limits can pyramid and that 
anytime any insurance company had a policy out there, they can 
be gobbled up. So the expectation by many in the industry as re- 
spects the courts, is one that the courts will take the interpretation 
that will generate the large amount of money from the insurance 
companies. 

Mr. Kimble. There's also the belief that both the criminal exclu- 
sion and the sexual and physical abuse exclusion can be finessed 
simply by claiming negligence in hiring practices. So you may have 
some sexual abuse claims buried under the rubric of negligence in 
hiring practices. 

Mr. Coats. These kind of responses indicate to me that perhaps 
we have more than just a short-term sorting out problem in the in- 
dustry. Due to losses and management decisions in all underwrit- 
ing situations, the problems are much broader than the narrow 
scope of child care coverage. 

The essential question remains: are we dealing with a short-term 
broad based sorting out problem, or are we dealing with a longer 
term situation that we also have to study? 

Ms. Walters. Let me just throw in one thing Mr. Coats on what 
you just said. I don't mean to dismiss the concerns about physical 
abuse and sexual abuse in children. I guess I was taking a some- 
what optimistic attitude that because these abuses have generated 
a great det* of publicity that both the operators of those facilities, 
the parents who put their children in these facilities, regulatory of- 
ficials in the State, would all become concerned enough about this 
that we would see better screening of applicants to work in these 
centers, we would see more vigilance on the part of parents, in 
terms of visiting some of these facilities and checking out these 
places, so that that brand new exposure which was never contem- 
plated by insurers when they were providing this coverage in the 
past, indeed, I'm sure they just didn't think it would happen or was 
likely to happen, I'm hoping and optimistic that those kinds of 
problems can and will be dealt with, not so much from an insur- 
ance angle as from a public policy standpoint. 
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pimply cannot allow these sorts of abuses to take place, 
whether its m the home or m child care facilities. I'm assuming 
that that problems going to be taken care of. 

Mr. Coats. Well, it's certainly not something that can't be man- 
aged within an insurance context. You are exposed to long-term li- 
ability in a lot of different areas, and you have to do a lot of differ- 
ent things to provide for that contingency. One last question and 
just a quick answer from all of you. 

Looking at the situation on a short-term basis, is a State-mandat- 
ed coverage an answer or is that a solution that cimply poses more 
problems than it solves? K more 

Kimble. Well, it's certainly not an approach that the insur- 
ance industry favors. We don't want to be forced to do involuntar- 
ily that which, in some instances in our judgment, we don't choose 
to do voluntarily. Also, we find often in a joint underwriting asso- 
ciation situation the rates are artificially reduced. And thlt also 
clearly causes some problems. 

fwiSf S£ d ?r x ?? tin 8 association should never be viewed as the 
first step. Thats the last step. That's the last available solution. A 
market assistance program approach or some sort of linking up 
both insureds and insurers, simply through improving sources of 

ability problem ^ approach m the avaU - 

Ms Walters. I would share the views just expressed by Mr 
Kimble. And would add only this: When dealing with commercial 
coverages, which is what we are talking about here, it may require 
a great deal more shopping around for insurance than many of us 
are used to doing, when we buy our homeowners coverage and 
when we buy our personal lines coverage. It is a little more dif- 
liouit, and it takes more perseverance and I would hope that the 
private marketplace could solve some of these problems, and would 

JH2f twV? to fmd covera e e . Perservere and recog- 

nize that it is different than getting auto coverage or homeowners 

to^espond? 1 MlLLER ' ^ time **** expired. Excuse me, you wanted 

Mr. Neuhausea. The answer to the question is, no. 

Chairman Miller. Congresswoman Boggs' 

Mrs Johnson. Mr. Chairman, could I just ask the gentleman to 
3 *r , , me Just a moment because I have to leave? 

To follow up on this point, if you don't want something to be 
mandated, are you beginning to follow through on the kinds of sug- 
^ti?^. Mr. Kimble, that you made in your testimony that com- 

E % °£' J VOrkin f mt £ the .? rivate and. through that 

kind of effort, you hope to clarify what kinds of regulations, con- 

S 1 ^' e f X 2 U K.° n f ° r whatever could be put in place that would be 
both comfortable for the providers and would enable you by Sep- 
tember to provide the kinds of insurance that these people desper- 
ately need and that we can't allow them to go forward without? 

Mr. Kimble. Absolutely. We are not interested in joint under- 
go! a ^ atl0 . ns and J T are Soing to work hard to solve the 
problem in order to avoid them. 

Mrs. Johnson. Well, we'd like to be kept abreast of the commu- 
nications that you are developing with the insurance industry and 
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with the day care industry in your efforts to define these kinds of 
regulations. 

Mr. Kimble. Certainly. 

Chairman Miller. Thank you. 

Mrs. Johnson. Thank you, Mr. Chairman. I appreciate it. 
Chairman Miller. Congresswoman Boggs? 
Mrs. Boggs. Thank you, Mr. Chairman. Thank all of you for 
your testimony. 

Mr. Kimble, I suppose that your caution that prudence is indicat- 
ed and not panic should be taken very seriously since your associa- 
tion has been advising the insurance industry and the rest of the 
country in a very reasonable fashion since 1866. 

But I was especially interested in your comments that day care 
loss ratios are similar to all other lines of insurance coverage. And 
so I don't understand why day care coverage should be especially 
singled out with a few other categories for some increased amounts 
of premiums and for the panic that apparently is existing about 
being able to cover them. 

Would you like to comment on that? 

Mr. Kimble. Yes; not necessarily all lines, but certainly all com- 
mercial lines and in particular, the general liability lines. Unfortu- 
nately day care centers aren't being singled out. All other commer- 
cial lines are experiencing substantial rate increase and in some in- 
stances also availability problems. That would be true of profes- 
sional liability, all pollution coverages, commercial auto coverages 
as well as day care centers. Medical malpractice, the list goes on 
and on. 

Mrs. Boggs. Thank you. And Mr. Neuhauser, I notice that you 
felt that the primary problem is the application of the tort system, 
and you gave some fairly compelling examples of what might 
happen under that system. 

And then in your suggested solutions, you said the stricter licens- 
ing and enforcement thereof, of course, was indicated. In our insur- 
ance industry, we have State commissions and State commission- 
ers, and that's as it should be. And we have varying State laws 
about day care centers and the licensing thereof. 

I'm sure that we will be hearing later from a member of the Con- 
necticut Assembly who wili address that in particular. But don't 
you think that, the requirement for insurance that the States have 
imposed on day care centers means that there will be stricter li- 
censing; and, therefore, if there are stricter licensing requirements, 
and one of those requirements is that there must be insurance cov- 
erage, that you are going to find enforcement sufficient to have the 
industry able to comply with the State's requirements for the oper- 
ation of day care centers? 

Mr. Neuhauser. My comments basically were directed to the li- 
censing requirements of the child care providers. And I understand 
that in many States, and I don't believe it is all States, that insur- 
ance is part of that licensing requirement. But simply having the 
insurance policy in terms of the licensing is only a small piece 
when I referred to stricter licensing requirements. 

The child staff ratios, whether those child staff ratios should 
vary for instance for toddlers or for older children; the actual con- 
struction of the building, whether it is intended for child care use; 
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the qualifications of the staff director; the availability of first aid, 
would also fall into those licensing requirements that could make a 
child care provider a far more or far less dangerous risk to the in- 
surance industry. 

And of course the enforcement, as we are all aware, particularly 
m insurance, the enforcement of insurance requlations varies sub- 
stantially State to State. The enforcement of insurance regulation 
for example in Texas is extremely stringent. The enforcement of 
rules in the State of California is stringent, although they have no 
rules as respects filing. 

Again, those items would vary. The simple requirement to have 
an insurance policy I don't believe that solves the licensing prob- 
lem that I was referring to when I talked about stricter licensing 

Mrs. Boggs Thank you very much. Thank you, Mr. Chairman 

Chairman Miller. Congressman Wolf? 

*u 1V ! r :u W ° L ?- 1 think il ta im Portant, as Ms. Johnson was saying, 
that the industry respond as quickly as possible because otherwise 
there will be an outery. I've heard from my congressional district 
already Soon I think we're going to begin to find a lot of parents 
getting letters from the day care providers as they pick their chil- 
dren up saying contact your Congressman, contact your Senator, or 
contact your State legislator or insurance commissioner asking 
them to do something about this insurance problem 

And it s going to be a growing thing. You can see it beginning I 
just sense the concern about the issue is beginning to grow and 
grow. 1 think it is important that you respond as quickly as possi- 

The insurance commissioner from Maryland seemed to say that 
he thought it was a temporary crisis. And he seemed to feel that in 
a year or two that it would be pretty much resolved. Do you all 
agree with that? Do you believe it's a temporary crisis; and, if so, 
n °w long of a temporary crisis do you think it is? 

Ms Walters Let me start and give the other two something to 
shoot at. I think I would agree with Commissioner Muhl that for 
this particular class of business, as I said earlier, I don't see this as 
having the same catastrophic potential as some of the other expo- 
sures that I described, so I would hope that this would be managea- 
ble by m large and could be dealt with 

Let's make sure we know what we're talking about though. All 
morning I think we've been muddling a lot of problems. We've 
been muddling the problem of cancellations and we've been talking 
about availability at any price, and then we sort of talked around 
affordabihty questions. 

We would be doing everyone a disservice if we tried to leave the 
impression that premiums are not going to go up in this line of in- 

fo^i 6- 1 tes a 5 e l om T g to . ^ ve to g0 U P- ^ must be sufficient 
to coyer loss costs. So I think, given that understanding, I believe 
that this is a manageable problem. Long term, bowever, I do dis- 
agree with Commissioner Muhl, when he said he was hopeful that 
the capacity problems and the capacity shortage would be behind 
us perhaps by the end of next year. I don't share that view 

I m afraid the capacity shortage and the attendant marketplace 
problems^ are going to be with us as a society for a couple years 
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Mr. Wolf. So you see it as really a long-term problem? 

Ms. Walters. Not particularly for this class, necessarily, but a 
general availability problems and affordability problems, are going 
to be with us for selective commercial classes, I'm afraid, Tor the 
next couple of years. 

Mr. Wolf. Do either of you want to comment? 

Mr. Kimble. Recognizing that we are in the realm of speculation, 
the premium volume and the loss ratio and the amount of exposure 
suggested in the Insurance Services Offices' data, indicate that 
given that we can charge a proper premium, we should be able to 
respond in this area. This particular line of coverage doesn't 
appear to offer catastrophic loss potential. Those are the lines 
which we have to be very, very prudent about, given our drai:i on 
surplus and our capacity shortfall. 

This particular line doesn't appear to have catastrophic exposure 
associated with it, so if we can charge a proper premium, those 
companies which have moved out of the market, should, given 
some reasonable period of time, be replaced by other companies 
moving into the market, 

Mr. Neuhauser. Basically, I believe there will be a long-term 
problem for child care providers. I have to take exception, particu- 
larly because of the potential implications of child abuse, physical 
abuse, et cetera. There are certain other problems that are inher- 
ent here as well. The absence premium size for a child care provid- 
er is extremely low. So when we talk about doubling or tripling or 
quadrupling a premium to $3,000 or $4,000, with the exposure of 
$300,000 or $1 million to a single case some years in the future, a 
situation that we all know exists, When I say "we all know exists" 
we know that child abuse exists, considering our tort system and 
the movement in the judgments that have been made, there is the 
potential for catastrophies 10, 15, 20 years down the road in this 
class, to the same extent that there is the potential for catastro- 
phies from a drug manufacturer or a chemical manufacturer. 
There is a latent exposure that is unkno\ *n. 

And the interpretation of that or the expectation of that against 
a very small gain today may provide a problem for a very long 
period of time for child care providers. 

Mr. Wolf. Do you see this happening even if the rates are dra- 
matically increased? 

Mr. Neuhauser. Yes, sir, because I don't believe that one is— I 
think we've established pretty well that we can't determine what 
the value, the dollar value is going to be on this specific problem to 
this industry. We do not know, we do not know when it is going to 
have to be paid, when the judgments are going to start coming, if 
in fact they are. So there's a huge unknown rise. And the insur- 
ance industry here— similarly to pollution I should point out; pollu- 
tion is another similar kind of situation — we don't know what 
we're going to be looking at as an insurance industry 5, 10, 15 
years down the road. And basically I think the problem with insur- 
ance for child care providers today is part of the overall problem 
with £ tort system whereby the numbers that the insurance indus- 
try puts out today may be spent as a result of an interpretation 
that comes 10, 15, or 20 years from today. 
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Mr. Kimble. Mr. Wolf, what's being discussed now is character- 
ized as the long-tell phenomenon. There is a belief that because 
you re dealing with children, and the statute of limitation doesn't 
run until the child reaches the age of majority, that some of these 
cases could be hidden. You couple that possibility with the adverse 
publicity and perhaps some of these children or parents who have 
been quiet about sexual or physical abuse because of their concern 
about their own child, those cases may be filed in large numbers 
ovei a short period of time. 

That's the long latency here. It is a real possibility 

Mr. Wolf. Thank you. No further questions. 

Chairman Miller. Thank you. Mr. Rowland? 

Mr. Rowland. Thank you, Mr. Chairman. It appears that the un- 
availability of liability insurance is multifaceted and the cause of 
that is multifaceted, we thought about the perception and cannot 
substantiate actuanly any reason for child care centers not being 
able to get the insurance at this time. But you just mentioned the 
long tail problem as one of the reasons. 

But Ms. Walters, in looking at your statement here, you said in- 
surers must develop solid business products and their prices must 
correctly reflect the cost and expenses of coverage provided and sig- 
nificant premium increases are needed. And you also said a major 
contributing factor to these major miserable underwriting losses 
and the tightening insurance market are the excessive costs of the 
civil justice system. 

And Mr. Neuhauser, you said that the primary problem clearly 
appears to be the application of our tort system, and you said any 
permanent solution would require significant changes in our tort 
system. Can you give me some idea about the relative contribution 
that the poor investments that have been made by insurance com- 
panies and the lack of return on their investments decrease in 
their reserve is compared to what the contribution by the iort 
system is making to the problem that we have 7 

Ms. Walters. If I might respond to that, Mr. Rowland. I read a 
statement like that somewhere else, I think, in some testimony 
that was given at the previous hearing. Insurance companies 
haven t made poor investments; they made record amounts of in- 
vestment income; thats not been the problem. And that's why this 
cycle— you 11 hear that the insurance industry is a cyclical industry 
and you may hear some more of that— this cycle is unlike any the 
insurance industry has ever gone through since-well, in the histo- 
ry ot the insurance business. It's not poor investment practices or 
investment losses that have created a $2 billion decline in surplus 
and a $3.8 billion negative cash flow. 

It's not the investments. They've done very well on the invest 
ments, but they haven t done well enough to overcome $21.3 billion 
in undercharges that have resulted in underwriting losses, so it's 
not the investment income side; it's been the operations of the in- 
surance function, if you will. And as I say, this is different from 
any previous cycle so, in a sense, we can't take any comfort in the 
tact, well, we ye had other cycles before and we've gotten out of 
them and surely this is going to happen again. 

We cannot because this is so different. There have been other 
times in the insurance industry when, as an industry, surplus de- 
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clined and declined somewhat significantly, but never before has 
the surplus decline come about because of operating losses. It has 
previously come about because of stock market declines, which gen- 
erally effect the whole economy and of course, as the stock market 
goes down and depletes surplus and net worth for other companies, 
as well, when the stock market turns around and starts rising 
again, surplus increases and in a sense it takes care of itself. 

This isnH the problem here. We had in 1984 basically a flat stock 
market and there were modest capital gains. This surplus decline 
was caused by inadequacy of pricing; that's it. Inadequacy of pric- 
ing that went on for about 4 or 5 or 6 years. The industry has final- 
ly realized that They are the masters of their own fate to some 
extent. 

When you've charged inadequate prices for years, it takes a long 
time to turn those prices around and get. them to be back where 
they should be today. There is no way to recoup those underwriting 
losses. It's not going to happen, but you do have to bring those 
prices up to where they should be. 

Chairman Milllr. How are inadequate prices determined? 
Again, we are told by the insurance commissioner that they, in 
theory, at least in the State of Maryland, are not supposed to allow 
insurance companies to charge premiums that do not provide for 
adequate coverage. Yet, we're told we have a history here of inad- 
equate pricing. Were those inadequate prices intentional, to gain 
market share? 

Ms. Walters. The, the competitive factors which lowered the 
price in the marketplace, yes, was to gain market share. 

Chairman Miller. But you're not supposed to be able to do that? 

Ms. Walters. But with the thought that on a net basis, there 
would be positive operating incomes. No company and no business 
tries to operate at a loss, and these companies did not, either. 

Chairmen Miller. Let's understand though, that there are some 
business judgments which have proven to be brilliant, to take a cal- 
culated loss, in return for a long term profit. Some people suggest 
that that's why we don't do well against the Japanese in electron- 
ics; because they're willing to take short term losses for long term 
gains. 

My concern is we're told on one hand that the regulation says 
the industry is not allowed to charge premiums which fail to pro- 
vide for adequate coverage of their losses, and yet we're told his- 
torically that is what has been done. We're also told, in effect, that 
the industry in many lines of coverage engaged in this as a com- 
petitive tool. 

I think there's an internal inconsistency between those two state- 
ments. What you term good competition some people might term 
illegal. 

Ms. Walters. I didn't term it good competition. I think I made it 
very clear that I was not making a quality judgment. 

Chairman Miller. No, but the facts speak for themselves. 

Ms. Walters. Let me see if I can't clear that up for you. It's true. 
Every rating law in the United States says rates shall not be exces- 
sive, inadequate or unfairly discriminatory. It is also true that rate- 
making is part art and part science, and there is a great deal of 
judgment that goes on. 
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Chairman Miller. As soon as I separate the art from the science, 
* 11 be a happy man. 

Ms. Walters. Oh, wouldn't v/e all. But the fact is when you're 
trying to make decisions today about the price you must charge 
today when the true costs are not going to be known for some in- 
stances several years down the pike, you really are not going to 
know those costs. But you're trying to set the price so that you do, 
overall, make a profit. 

And companies have been doing that; they have not been deliber- 
ately writing this business knowing overall they were going to lose 
money. Obviously, they thought they were going to be able to con- 
tinue to make money. 

Mr. Rowland. If I may reclaim my time for a moment? 

Chairman Miller. Sure. 

Mr. Rowland. And interject right at that point. They thought 
they were going to make a profit. Now, I'm trying to get to the 
reason as to why they didn't make a profit and Yd like to hear 
your comment on how our present tort system is administered in 
that respect? 

Ms. Walters. Because, in my opinion as an observer of the 
scene, there were a couple of things that were going on at the same 
time. First, we are describing in more detailed terms, cash flow un- 
derwriting, as Mr. Muhl referred to it. Companies writing the busi- 
ness at a certain price a price which they knew was going to be 
inadequate to cover the losses, but they also reflect investment 
income, mostly on a judgmental basis, I'm roughly going to say, 
and assuming that they could make up for it, knowing what they 
knew about the risks they were insuring and the class of business 
they were insuring, they were estimating, I can write this business 
at this price. 

I know the price, the premium isn't going to be sufficient to 
cover the losses and expenses, but I'm going, I believe that the 
amount of money that I make on investment income, by having 
that cash flow to invest, will be sufficient to allow me to make an 
operating profit. 

While they were doing that and while the companies were com- 
j>etmg with each other to expand their business, at the same time, 
the courts, and juries and legislatures were making decisions about 
the products that were already in the marketplace; about those 
policies that had already been written under one set of assump- 
tions. Assuming a relatively stable base of losses or a projection of 
what the loss experience was going to be, under a certain set of 
rules. After the business is on the books, the rules changed. 

Because of court interpretations, again, perhaps higher claims 
than were ever anticipated; changes in the rules after those poli- 
cies were put in the books, that have caused those losses to be a lot 
higher than originally anticipated. 

Let me give you one specific example. Commercial general liabil- 
ity policies have for the last I guess 8, 10, 12 years been written 
with a pollution exclusion— this is not in this area but it gives you 
an example— that said, these losses will not be paid unless they are 
sudden and accidental. 

And we have had courts all over the land effectively doing away 
with the sudden and accidental exclusion and fincung coverage 
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when in fact the coverage was slow, it was not accidental, certainly 
wasn't intentional, but they've just redefined the whole terms of 
the contract, and this is what has been taking place during this 
period of competition. 

Mr. Rowland. So then you would say that our present tort 
system, as it is applied, has a great deal to do with the difficulty 
that we find ourselves insofar as the availability of liability insur- 
ance is concerned? 

Ms. Walters. I believe it does, add I believe what compounds the 
problem— maybe now we can look at what happened in the past, 
and say Ok, we can explain it. But the next question is, how do you 
deal with it? And I think the changes in the rules, if you will, have 
led many insurers— indeed Lloyds of London— to say, we don't 
know what the rules are now. We have no confidence anymore that 
the rules of the game as they exist today will continue to be the 
rules of the game tomorrow or uhe next year, or the year after 
that. 

In fact, Peter Miller who is the chairman of the Board of Lloyds, 
has stated in a series of public speeches that he made around this 
country in the last 6 or 8 weeks, that Lloyds of London has walked 
away from the U.S. casualty business. He said, we can't deal with 
your civil justice system; we will not insure your commercial con- 
tracts because we just can't deal with it; we don't know what the 
rules are. 

Mr. Rowland. Mr. Chairman, I'm not going to ask any more 
questions, but I would like to hear Mr. Neuhauser respond, also. 

Mr. Neuhausek. Ms. Walters covered most of the areas. One 
point though, sir, as respects the investments that an insurance 
company makes. Everyone of those investments, every individual 
investment is itemized in the schedules that are presented to each 
of the State insurance commissioners. So all of the bond holding, 
stock holdings, et cetera, are enumerated for public consumption. 
And for the most part, and in most States they are very strictly 
regulated. 

As respects the tort system, I think the example r : the elimina- 
tion of the sudden and accidental exclusion, where courts have said 
that gradual pollution over 10 years was as a result of something 
that was sudden and accidental that may have happened during 
that period, that interpretation has been taken particularly again 
with asbestos. And when we're talking about long-term coverage, I 
don't believe that there are actuaries that can predict what the- im- 
plications are of exposure if the rules change. 

And the rules have been changing as it respects jury verdicts 
very quickly. The insurance industry has been very much affected 
by that, as a result of providing coverage that comes into play in 
numerous circumstances where it was never intended to cover. And 
again, the problem as we see it with the child care provider's insur- 
ance is part of a broader area, and this problem can extend to 
other areas, if there's an anticipation of something that can go 
wrong today or in the future that might be affected by a changing 
civil justice system. 

Mr. Kimble. If I could generalize just for 1 minute. Until the 
very early 1970's, most of our insurance policies were designed to 
respond to accidents. Something which was traumatic. In the last 
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15 years or so, there s been a movement toward nontraumatic situ- 
ations—multiple causation, long latency diseases. What we're find- 
ing is that either through innovative new tort concepts or through 
courtroom misinterpretations, we're responding and paying claims 
tor those multiple causation long latency diseases when in many 
cases we never intended to provide coverage. 

Certainly, we're affected by the tort system. Our poLcies are de- 
signed to service those tort liability concepts so, yes, we're very 
much affected by them. What we've been grappling with for the 
last decade or so is a way to design our contracts in a fashion so 
that they respond to what we intend them to respond to. 

Thats reasonably easy to do when you are dealing with acci- 
dents—a traumatic injury, a fender bender, fingers in a punch 
press. However, when you're talking about nontraumatic situa- 
tions, multiple causation long latency diseases, those words of art 
in the insurance contract simply don't work as well. 

Chairman Miller. Congressman Wheat? 

Mr. Wheat. Thank you, Mr. Chairman. I am not going to take 
too long to question. Let me first say to the panel, I appreciate 
your excellent testimony, and certainly understand the complexity 
of the cause of the problems better than I did before the testimony 
But I am still curious about the separation of the two problems at 
which we are looking. One problem, of course, is that of higher 
cost, and the other is the lack of availability of insurance I am not 
sure that the proposed solutions actually deal with both of these 
problems. As I understand it, you are suggesting such things as 
better communication between the day care industry and the insur- 
ance industry. But in fact, even with better communication, all you 
are going to tell day care providers is that they have to pay more 
money for insurance. 

Is that basically it? 

Mr. Kimble. It's clear that premiums are going to increase 
That s necessary, responsible and prudent, from our point of view 
What we hope to be able to do is to locate insurers for these day 
care center owner/operators who are interested in providing the 
coverage. That would be the principal service. 

Mr. Wheat. Additionally, though, you wanted to work not only 
with the day care centers, but also with States and regulatory 
agencies to try and make sure that all reasonable precautions can 
be taken so that day care centers can operate with the highest pos- 
sible standards of efficiency and safety. 

As the system is currently structured, losses from day care cen- 
ters are not out of line with other kinds of insurance. Yet we al- 
ready see the lack of availability of insurance due to either the 
short-term or long-term factors you discuss. I am not sure how you 
can reconcile talk about these long-term uctors and, at the same 
time, make statements that insuring day care centers does not 
have the same potential ror catastrophic loss as does insuring for 
medical malpractice, for instance. 

What you are saying is that it does not really matter how compe- 
tent centers are m providing day care in the safest, most efficient 
way possible. There will still be this panic, or fear— whether it is 
reasonable or not— about the possibility of catastrophic long-term 
losses, and we will still have an availability problem. 
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Mr. Kimble. I would agree with you when you suggest the losses 
for day care centers are not out of line. The losses, however, are 
substantial. Unfortunately, they are substantial as well in all of 
those other lines. 

Mr. Wheat. But in some of the other lines, if you raise the prices 
enough, you will be able to cover the losses, and continue to pro- 
vide insurance and make a reasonable profit. You are not suggest- 
ing that you can do that with day care. You are suggesting that the 
same factor; you are afraid of in the long term, will still provide 
disincentives to insurance companies writing insurance for day 
care centers. 

Mr. Walters. Mr. Wheat, we're suggesting that the problems in 
commercial general liability are all over the place. There's dis- 
agreement among the three of us as to the magnitude of the prob- 
lem for this particular class. 

I would again emphasize that this class of business is not alone 
in facing problems. In fact, I would say without clanger I'm sure of 
my colleagues contradicting me, that there are other areas and 
other classes of commercial general liability business where the 
problems are so immense there is no market, period. There are no 
insurers providing coverage for certain types of risks and none ar<j 
going to be providing in the foreseeable future, and EPA can pass 
all the regulations they like, and State laws can be enacted, but if 
the insurance isn't available, it isn't available and won't be avail- 
able. 

And that is the condition today for a lot of commercial general 
liability business. And rates are going up drammatically. But I 
would most emphatically disagree with you that there are quite a 
few classes of business where insurance will not be provided at any 
price. 

Mr. Wheat. To point out there are other industries that also 
share the problem and perhaps some to an even greater degree 
than the day care industry, really does not do a great deal of good 
to solve the day care industry's problem. 

Ms. Walters. Sure. I understand that. I understand that. 

Mr. Wheat. Are you suggesting that day care is moving toward 
that category of industry where there will be no insurance avail- 
able? 

Ms. Walters. No; I think the discussion among the three of us 
earlier made it very clear that we see even among the three of us, 
see this problem a little differently. I cannot disagree totally with 
the analysis presented by Mr. Neuhauser. He may be right, and 
I'm sure some underwriters do see a potential here in this class, 
which is not unlike the potential problems they see for nurse mid- 
wives and obstetricians. Because you are dealing with young chil- 
dren. 

I see his point. On the other hand, my perspective is this, you're 
dealing with young children here, but by in large I'm not sure it's 
the same catastrophic potential as you are dealing with in child 
birth, for example. I suggest the marketplace, the insurance mar- 
ketplace probably reflects the same differences of opinion as we 
have expressed to you today. This follows through with the theme 
that Mr. Kimble tried to explain earlier, that we have had, as we 
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understand from reading the literature, many cancellations of 
some policies. 

We've had major providers, companies who have provided a 
market for this type of insurance, for whatever their reasons, have 
decided they're going to get out of it. So they are leaving. They are 
familiar with the business. They've got their own problems; they've 
got to get out of it. Now, that's leaving a whole host of these child 
care providers without any place to go. So, it's sort of a very quick 
turnaround that we're looking at here and not all companies who 
write commercial lines write every single commercial line, so it's 
going to take a while for the educational process and the judg- 
ments of the individual companies with their different capacity 
problems or capacity availability to come to grips with this market- 
place. 

I think Mr. Kimble and I are a little more optimistic that as the 
educational process evolves, as we see better licensing standards of 
providers, that the insurance marketplace on a voluntary basis will 
be more apt, we believe, to deal with this. Mr. Neuhauser sees it as 
a more catastrophic problem and I think some underwriters will 
see it that way, but there are literally hundreds if not thousands of 
insurance companies out there, and I think that there will be dif- 
ferences of opinion in there, and I'm hoping most of the providers 
can be taken care of. 

Mr. Neuhauser. I would like to point out that I see it as poten- 
tially a more catastrophic problem; I do not necessarily see ft as a 
more catastrophic problem. We've done a lot of research, and I'm 
parodying to some extent the words of people that I've spoken to 

By the way, I would like to point out that I do believe there are 
some short-term fixes, and I did present some of that in my testi- 
mony toward the end, with references to exclusions for physical 
and sexual abuse, if we can get around the situation that Mr. 
Kimble talked about. Potentially structuring limits of liability or 
defining what types of what award is going to be paid 

Mr. Wheat. Mr. Neuhauser, let me interject and ask you wheth- 
er you really see those as short-term fixes, when the real fear of 
insurance companies seems to be the long-term losses they might 
be subject to, based on future court interpretations of contracts 
being written now. While trying to limit the losses from current 
contracts, you have no idea what direction the courts will be going 
m the future Would you really consider such exclusions any kind 
ot assurance that those catastrophic losses will not occur 9 
^ Mr Neuhauser. No, I do not consider that any kind of assurance 
that those catastrophic losses would not occur. 

Mr. Wheat. In which case, there would be almost as great a 
degree of uncertainty about the future possibility of catastrophic 
losses as there is now Really, it does not suggest any real solution 
to the short-term problem of lack of availability of insurance. 

I just want to find out what you really see as an incentive to in- 
surance companies to provide insurance under the best of scenar- 
ios. The problem will take care of itself over a few years, but what 
about right now? 

You know, the problem is getting worse every day. 

Mr. Kimble. An insurance solution to this problem is a necessity, 
because we need day care centers. The commissioner from Mary- 
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land earlier referenced joint underwriting associations. That's an 
involuntary, artificial insurance mechanism. California, I know, in- 
troduced a JUA bill just the other day. 

That is something which we don't appreciate very much. We're 
not interested in involuntary insurance mechanisms. That's lever- 
age which will 

Mr. Wheat. Are you going to wait until the States pass laws re- 
quiring mandatory insurance coverage for day care centers? 

Mr. Kimble. My work is at the Federal level, and there are sev- 
eral Federal laws which contain what are called financial responsi- 
bility requirements, they are in the Resource Conservation Recov- 
ery Act. The Motor Carrier Act, and Superfund, I opposed each one 
of those financial responsibility requirements, unsuccessfully, but I 
opposed them. Principally because we believe if you mandate insur- 
ance as a prerequisite for doing business, what naturally follows is 
some sort of artificial insurance mechanism which we must partici- 
pate in. 

So, yes, we have opposed those. In any case, the potential for 
JUA's will create leverage which will energize the insurance indus- 
try and we'll do everything we can to provide it on a voluntary 
basis. It's speculation at this point, as to whether we'll be able to. 

Mr. Wheat. What you are suggesting, then, for those of lis who 
are on this panel, is that the more seriously we look at JUA's as an 
alternative, the more seriously and energetically you think the in- 
surance industry will try, by itself, to come up with some real al- 
ternatives? 

Mr. Kimble. If you'd made that statement 1 month ago, I would 
have agreed with you. But you are a little late. It's already happen- 
ing. 

Mr. Wheat. Thank you very much, Mr. Chairman. 

Chairman Miller. To follow up on that point for a moment. In 
my discussions with people on the Ways and Means Committee, 
who are going to pay very large insurance premiums, through the 
Head Start and title XX Daycare Programs, it is clear that discus- 
sion is going on right now. We don't have the jurisdiction in this 
committee. But for those committees that fund these programs, 
they're going to have more and more of moneys that were dedicat- 
ed to services, going to insurance premiums. There's a very sub- 
stantial amount of concern there. 

I don't know whether the States are going to work out their joint 
underwriting agreements, or not. But it's very clear, I think, and 
this point has been driven home by Mr. Wheat, that we may be in 
a transition period, but 1 year without coverage or 6 months with- 
out coverage, will destroy a number of providers of child care. They 
simply cannot provide a service with those insurance costs. We will 
lose those slots for children of working parents and others. 

And so, to suggest that there's going to be a hiatus here for 1 
year or 6 months or for whatever period of time, while the insur- 
ance industry rearranges itself, I just think is unacceptable in 
terms of public policy. 

You are asking responsible people to take an irresponsible course 
of action for a period of time. 

Mr. Kimble. We're hoping that, given 1 month, that there will be 
enough progress so that the trend is clear and we can all relax a 
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little bit in terms of the potential availability problem. But I would 
think within a month a trend will appear one way or the other 

Chairman Miller. We've got a trend going now, and we hope 
you can reverse it. Mr. Weiss? 

Mr. Weiss. Thank you, Mr. Chairman. As I understand your tes- 
timony, you re really saying that your actions within the day care 
area have -0 with your pessimistic view of the performance of 

!lL^ SU J a !!f e J ndust J y over , not in dfl y care or any other 
snecific field. You refer to this as an unprecedented cyclical down- 
turn. 

But I gather that this pessimism is not shared by people who 
invest in insurance industry stock. In fact, the levels and ranges of 
prices on Wall Street are demonstrating a great deal of optimism 
m the insurance industry. 

If that's an accurate presentation of the situation, how do you ac- 
count for this apparent contradiction? 

t Walters. Oh, I don't see any contradiction at all, Mr. Weiss, 
in tact, historically, if you follow the insurance industry and in- 
vestment policies and practices on the stock market, I think it's 
been abundantly clear that over the years, first of all the primary 
investors m insurance companies are institutions, institutional in- 
vestors hold most of the insurance company stocks. 

They are relatively sophisticated investors; those investors rely 
on the same series of analyses of brokerage houses and investment 
houses who have strong reputations for following insurance compa- 
ny stocks, and its well known and well documented that the insti- 
tutional investors try to buy in and indeed do buy into insurance 
company stocks at the bottom of a cycle. And it's fairly easy to see 
once the cycle has turned and the signs start appearing that prices 
are firming and that the downward trend is indeed in the process 
of reversing itself and well-documented. People have seen it 

We saw the signs beginning at the end of 1984, last part' of 1984 
and certainly m the first quarter of 1985. The institutions respond 
to this by saying this is the time to get into the insurance business 
because we re going to now start to ride the crest as the wave gets 
recently ensumg y ears 80 that ' s what 's started to happen most 

I might add that 1984, you know, I've cited figures before I think 
another most frightening figure is that the top 100 insurer groups 
in the United States, over 50 percent, over half the top 100 compa- 
nies in the United States had a negative return on net worth 
Clearly, that was pretty dismal, definitely at the bottom. Things 

t VIS turn thin ^ are lo °ktog a little better. 

Indeed to some extent, the dire capacity shortage that we saw 
immediately for 1985 may be abating somewhat for the early part 

!llw year man Z 5 tock insurers have Sone to the capital 

market, successfu ly, and for the same reason that I described 

a £2!£ mstltutl0nal investors now wanting to buy in on insurance 
stocks, because they will start to improve. 

Mr. Weiss. But obviously they wouldn't be getting into it if they 
tivejT an unmiti e ated disaster. They see things moving posi- 
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Ms. Walters. Of course, so do we all. So do we all. That's why 
we were describing here. We described what has happened to have 
led us to the current situation. 

Mr. Weiss. Ok. If that's the case, then why get out of these fields 
when the controlling factor is no longer continued disaster but in 
fact significant improvement? 

Ms. Walters. Because, as a result of what took place over the 
last 6, 7, and 8 years, there has been a diminution of surplus. The 
surplus of the industry declined by $2 billion in 1984. An insurance 
company cannot just go out and write all the business it wants. As 
Commissioner Muhl described earlier, there is a limitation based 
on financially how secure each and every company is. There's a 
limitation on how much business it can write; it just can't write all 
the business out there. 

That limitation is defined by the amount of policyholder surplus 
that that company has, and the industry, as a whole, has a reduced 
surplus, and it can only write so much business. 

That is what's in this capacity shortage study which I described 
and I'm going to leave with the committee. Because of that, very 
simple numbers, an analysis of the ratio of premiums to net worth 
that companies may maintain, how are they going to make contri- 
butions to surplus so that surplus can grow. 

As a result of a whole complex series of relatively conservative 
estimates, we are seeing that even though things are starting to 
improve, there will be a capacity shortage for years. 

Mr. Weiss. But then all the discussions about the potential prob- 
lems in the day care area really have nothing to do with this. Deci- 
sions are made according to the amount of money you've got avail- 
able. You're then making judgments as to where you want to put 
your money because you re limited in the amount of money that's 
available. But, given the description that you've made of the opti- 
mistic future of the industry, and the lack of demonstrated prob- 
lems in day care, it's sort of an arbitrary, panicky judgment not 
based on reality. 

Ms. Walters. No; I don't share that view at all. As we described 
several times earlier today, the premium inadequacies are shared 
by all commercial lines. Premiums have got to keep in line with 
loss costs. Those premiums are going to go up; there s no two ways 
about it. You can't keep losing $2 billion a year on an industry 
wide basis in surplus and continue to survive. 

And the American economy can't survive without a viable insur- 
ance industry. 

Mr. Weiss. Yes, but you're not talking just about premium in- 
creases. You're talking about cancellation. 

Ms. Walters. No, sir, in fact, very much earlier I, if you'll recall, 
I said, this whole description's getting very muddled because it's 
not clear are we talking about in some instances cancellations, in 
other instances we're talking about increases in rates, affordability 
problems, in other instances, we're talking about availability prob- 
lems, and I think it's fair to say that all of those problems, to some 
extent, effect the day care industry. In different states, in different 
jurisdictions, for various and sundry reasons. 

Some of the problems are easier to deal with than others, and I 
think all we were trying to do was put this class and this problem 
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in context of the larger problem. Some of us don't see it as being as 
great as some others, but there will be some underwriters who do 
share the view as expressed by Mr. Neuhauser, that this has the 
potential that I as an underwriter or a manager of this insurance 
company, looking at my financial condition, is a risk I cannot 
afford to put on the books of my company. 

But they'll be another underwriter that says, we're financially 
sound; we ve got pretty good capacity. We're evaluating this par- 
ticular risk and we think we can handle it. 

Mr. Weiss. Thank you. Thank you, Mr. Chairman. 

Chairman Miller. Thank you very much for your testimony and 
assistance. 

The next panel will be made up of the Honorable Peter Nystroni, 
who s a representative, General Assembly of the State of Connecti- 
cut; Mr. Robert Hunter, who is the president of National Insurance 
Consumer Organization; and Tom Birch, who is the legislative 
counsel for the National Child Abuse Coalition. 

Mr. Nystrom, we'll hear from you first, and your statement will 
be put into the record, and the extent to which you want to sum- 
marize it will be appreciated. 

Mr. Nystrom. Thank you, Mr. Chairman. 

STATEMENT OF HON. PETER NYSTROM, REPRESENTATIVE, 
GENERAL ASSEMBLY, CONNECTICUT 
Mr. Nystrom. I want to thank the committee for the opportunity 
to speak to you today. Before I begin, I would like to introduce Mrs. 
Jeannie Millstein who's a member of the Permanent Commission 
on the Status of Women who accompanied me today from Connecti- 
cut. She's also the chairman of the Child Day Care Council which 
has a leading role in child day care advocacy in the State of Con- 
necticut. 

My testimony has been submitted for the record, so I'm going to 
highlight what I feel are some of the areas that we have been look- 
ing at m the State of Connecticut. As a member of the Human 
Services Committee, I have been asked to take a lead role in this 
particular issue. Over the last 5 weeks we have held some meetings 
with the insurance commissioners office and members of the insur- 
ance industry. We have had some public hearings with members of 
different departments that have a cognizance in the area of day 
care m the State of Connecticut, and also we had a public hearing 
last night with providers of day care. From this we have seen prob- 
lems occurring due to cancellation of policies, increase in premi- 
ums. 

We had one individual last night whose original policy was $280. 
It went up 1,000 percent, $2,800. For one day care center, that's 
quite a cost to absorb, in fact, the premium was up front and not 
rated out over a year basis. I will highlight for you some of the 
ideas that we have come up with in the State of Connecticut, and 
they are just ideas at this point. 

It would be one idea that the State of Connecticut insures itself 
m the area of child abuse, and that would then allow the insurance 
companies to write policies for day care coverage liability insur- 
ance, excluding the child abuse area. The reason for that is basical- 
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ly that we want the day care centers, group homes, and family day 
care homes to remain open. We need more day care in the State of 
Connecticut; we do not need less. 

If they do not have insurance, we are going to have less. And if 
that occurs, then we're going to see an increase in our welfare 
rolls, because there are a lot of single parents who need day care in 
order for them to maintain their jobs. If they do not have the day 
care service, they're going to have to go back on the welfare be- 
cause it will be more financially sound to do so. 

Some of the things I've heard this morning and early this after- 
noon I wish not to repeat. The insurance industry's loss I think has 
been due basically to what has been stated today. However, putting 
it on the backs of day care, I feel is not necessary. There has been 
a lot of potential risk that I think is being used as a reason for the 
increase in premiums, the reduction of coverage, the adding of de- 
ductibles, and the overall cancellation of policies. 

I think it is somewhat of a hysteria that is out there. I do not 
believe it is based on sound data because what we have been told in 
Connecticut, and I cannot speak for any other state, is that they do 
not have sound data for the incidents of child abuse in de.y care 
centers. 

Something else that occurs is that they were not even aware, at 
least in the insurance commissioner's office, that there are unli- 
censed day care centers in the State of Connecticut, which happens 
to be illegal, but they are functioning. It's estimated that approxi- 
mately four-fifths of the children in day care centers in the State of 
Connecticut are in unlicensed centers. 

We're talking about a total of about 300,000 kids who would re- 
quire day care presently, based on our information, and really only 
20 percent of them are in licensed facilities. That is a concern of 
the insurance industry, and I think that's rightly so. If it's unli- 
censed, you don't know what you have for a center, and what's 
being provided in the name of service. 

Something else that is also being looked at is the possibility of 
the day care industry self-insuring itself. However, there is a prob- 
lem with that. In order to do that, at least from the information 
that's been made available to myself, you probably would have to 
have at least 200,000 kids involved as a whole group, that would be 
insured. Other than that, you couldn't do it financially. 

So, consequently, that's a very Jarge organization problem. Re- 
quiring insurance companies to write insurance for day care is an- 
other possibility. I'm quite sure it would not be received very well. 
However, I think the State of Connecticut has an obligation to chil- 
dren to protect them, and also to the rest of the State s populous to 
ensure that that we do not increase our welfare rolls, that we pro- 
vide an environment that allows for job employment, and overall 
again, for the protection of the kids. 

Chairman Miller. Thank you. Mr. Hunter? 

[Prepared statement of Peter Nystrom follows:] 

Prepared Statement of Peter Nystrom, Representative State of Connecticut, 

General Assembly 

Good morning Mr. Chairman and members of the Select Committee on Children, 
Youth and Families. My name is Peter Nystrom, and I am the State Representative 
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from the 46th District of Connecticut. I am here this morning to tell you that the 
fctate ot Connecticut is in the process of conducting an inquiry into the issue of in- 
surance and day care. 

In Connecticut we require that all day care providers be licensed by the state. 
State statute provides for a fine of up to one hundred dollars per day of any unli- 
censed day care provider. 

The two departments who grant a license are the Department of Health Services 
which licenses all group day care homes (six to twelve children) and day care cen- 
ters (twelve or more children with increased staffing requirements based n the 
total number of children) and the Department of Human Resources who's uwccific 
raponsrtihty is for licensing and monitoring family day care homes (one to six chil- 
dren). The Department of Human Resources also provides a subsidy for families who 
are low-income for child care. 

Oyer the last five weeks we have been conducting meetings and public hearings 
gathering information about the insurance issue and day care. The following infor- 
mation is only at best a set of recommendations for your review. Please do not con- 
them 10 m COnCrete ' M time goes on we wU1 modifying or changing 

t A i!?i n 5 ^ ith the ^emendations I have enclosed further information regarding a 
Liability Insurance Guide for Child Care Centers, a copy of recent law passed in 
Connecticut and a chart concerning liability insurance issue. 
Recommendations: 

1. The State of Connecticut may by statute require all insurance companies to 
write insurance coverage for day care providers; excluding coverage for child abuse 
Such coverage would only be available to those providers who are licensed by the 
state. This would create an insurance pool which would spread the risk among the 
entire insurance industry. Thus it would be the hope that this would allow the day 
care providers to pay affordable rates and remain open as the need for more dav 
care grows. y 

2 Insurance premiums or actuary rates must be based on correct data. Premiums 
tor family day care homes (one to six children) providers and group day care and 
day care center providers should be different. Actuary rates should take into ac- 
count the specific nature of the types of services that are provided in each setting. 
Family day care homes are not involved in the full educational, recreational and 
health services as must be provided by Connecticut law as the group day care and 
day care centers are Actuary rates also must reflect the income leves of each type of 
day care facility. 

3. Provide that all home owners insurance policy application there be a section 
which ask the home owner if they are operating a day care. This would help to iden- 
tify the understaffed system of day care. Clearly we have to devise methods of re- 
warding those providers who comply with the insurance industries concern of defin- 
ing whpt day care standards are to be. 

4. The State of Connecticut self insures itself to cover claims regarding child 
abuse, state sets up a trust fund from which any claims determined by court action 
will be paid Such awards would be capped to a specific amount. Awards could be 
distributed by a childrens victim compensation board. 

5. Child care industry self insures itself and might follow some, all or none of the 
procedures mentioned in recommendation no. 4. 

Thank you for this opportunity to address your committee. If there are any ques- 
tions I will try to answer them. H 
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CHILD CARE LIABILITY INSURANCE TSSUE 



Child Care Industry Obligation 




s elf-monitoring 
professionalism 



Government Obligation 



Insurance Industry Obligation 



regulatory assurance 
& 

negotiator, .monitor of 
both industries 



actuary rates based on 
correct data base 
& 

maintenance of industry 
standards & ethics 



Apparent Options i 

1. Child Care Industry 
a* s elf -insure 

b. insist on professionalism and licensing 

2. Government 

a. improve licensing standards 

b. investigate actuary rates ' 

c. set up emergency interim trust fund 

\ d. propose legislation to monitor both industries 

3. Insurance Industry 

a. provide information on the data base used for rates 

b. offer insuranoe to ONLY 

1. lioanaed ohild care facilities & homes 

2. states where lioensing is maintained 

c. re-establish a competitive market where above is available 
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liability Insurance Guide for 
Child Care Centers 



The Child Cm* Law Cmmr is a 
mom-profit orpmimtkm tmtiretot 
$t> Uf\%*wdin& m^brmmtHOH mmwUmhh 
cm kgml Unm to the cMid cart 
JWd. Pot toon toJbnmmHomt tow tot 
CCtC 675 Mmwtt Street Sum BIS, 



Smhwmcbx*CA 94101 



by the Child Care Uw Ccrtcr 

You are preparing lunch for ibe children in your program and 
you accidentally spill boiling waUtron a child standing near the 
stout. The child's bands art badly burned 

Child care centers constatf y free situations where there is 
exposure to cnH liability. It Is therefore import"* Air you to take 
preventative measures to shield yourself and your p ro g r am from 
possible liability. Maintaining a good safety program, following 
applicable licensing requirements, and purchasing Insurance for 
your program are imporumt preventative measures that should be 
taken to protect yourself and your program, y 

This article wiO discuss liability Insuranc* far child care ccntei*. 
how it works, what types of coverages art available, and bow to - 
decide what co v era g e Is n e c ess ary far your program. Some states 
have tews which require child care ccntm to aery liability 
Insurance In spedfle forms and anwur^ Unimportant to find out 
If your particular state has such a law In effect. 

General Liability Insurance 

Child care workers have the duty to act with reasonable care 
while superv is i ng and caring for the children to their custody. If a 
child Is injured while In your progr am , the parents might sue the 
center If they think the Injury was the result of the n e gU gcnc e o/ 
you or center stall Negligence Is a legal term that meant a person 
was under legs! duty to act with reasonable care and did not act 
with ,\>ch care. If you have general liability famirance, the Insurance 
company will defend yo>i if you are lord, and, if you arc found 
responsible, pay the money judgment up to the limits of the policy. 

There arc many types of liability insurance policies available. 
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insurance to the mom complete form 
of liability inmrmct became U pro- 
vides coverage Ml only for negW- 
gence which happens to die child 
care cower, but also for acgjagcncc 
which poem sway Im die chud 
ewe center, such anon a waft, a odd 
trip, or wWleihecWMfWveptoytog 
« the local playground 



A liability Iruurance policy wig 
tomrmcc 
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l Moat gene 
four types 



company to 
thai you were 
ItobOtoy poUcks 
of costs. 



• bodily injury, which includes phys- 
ical injury, pain and suffering. sick< 
ncu wxS death. 



• damage to another's property, 
including both destruction and loss 
of use; 

• immediate medics* relief at the 
time of the accident, 

• the legal cost of oYscading«he 
center In a lawsuit If the Injured parry 
decides to sue (the insurance com 
pany will pay for your defense even If 
the ault to groundless or fraudulent). 

Liability Insurance limits 

Although it to ciear dial a com- 
prehensive general liability policy 
wHh the appropriate e»doraetncTUi 
can protect a child care center in 
many situation* in which liability 
may artac. there ace certain s i tuati ons 
which are oot covered by a general 
liability Insurance policy, and sep- 
arate coverage it r e qui re d 



• Accancn»wlaet*s»osselaat 
Sauk. A child in your care trips and 
talk while d^nbing out of the 
sandbox and injures h* arm A gen- 
eral liability policy sH provide 
c ov er ag e only If the assurer believes 



was due to your wr gllgracr Thus, af 
a child, aa an the above exasnpie, to 
injured while In your care through 
no fault of the center ataf. the injured 
parry will not automatically be paid . 
by your liability policy. 



many InhsHea so children mm not 
anyone^ touto, an sccaaeat la w ram 
policy to worth white so rnmlrtrr. An 
e r^tocy sxausauy 
l for any 
I by a covered accident 
which occurs at the ctJld care censer 
or wnftc on a Add trip. Most atcft* 
dent laau ran cc ssaadce ton types 
of accidents which wouMsttcxmrcd 
by the poucy. for asstaoce, aaost 
aeddea* a«aw» do aot cover aa 



carcworhrrhlnvorvcdtoartnputed 
chad custody c 

c(aaa 




t foots) cJval 
or crtwla it Ilia any If such a report it 
assde^Pwaosaltodaryc 

• cr I 



j genual Ikdidhj pnaii ha, but 
caaavtoxliid^fBraBadaWosialfce. 



Tbm, It to amponant to read the 
coverage and exchjsions of an ace* 
dent policy csrcAatty. 

o Trasasyiiilng children. Ccnersl 
uabulry policies do not cover sn 
injury which occurs whttc a chttd to 
riding In a car. If your program trsns- 
pora children by car. auch as on Add 
trips, adequate Insurance coverage to 
essential (See TiataapotSjtlon la> 



o Piaiarsj atoMatos . The auna 
whkhwmacr^auaWchaUrrwfor 
hswA h s rl b w asss Mt vtr t^ 
ovcfsjajN. aad one of die Children 
gets ales: aa a result of eadng the 
asndwich PioouctJ Itahtny Inssarance 
wttl protect you af you acrvr food or 
have ajnrtrshiag activities, such as 
bake sales, and niaaconr to Injured by 
she food. The pumhtai for coverage 
of a bake ask a usaatty baaed oa 
gross receipts, and IT dam arc no 
satm.aatbiassana u sd 



• Physical or sexual sssuae. You 

cannot purchase i n su rance to cover 
tiwtncratlonsIh/wroe^orcrsisaM 
acucafymi or your canployccs. Thus, 
general liability insursnce wlO not 
provide coverage liability for dnsa* 
agesresultiragfoomphyslciJorsauus 
t to a chad In your care. (Sac Q 
J A box below.) 



• nuraagr to your property. Gen- 
eral Uabiliry Insurance do* a not cover 
damage to your property* whether it 
to owned, rented, or leased. Property 
Insurance to written on a separate 
policy. 

Other Liability Insurance 

to addition to cis snpT th tmrvc 
general Uabiliry. there are many 
other forms of liability insurance 
which may be useful, depending on 
your particular needs. 



o Osmcra'and • 
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of coverage which wgl coutr any 



care opcratloa on the premises tatted 
on the policy. This type of poiicy 
woMklbeuaeaalorUysfyoursctivitks 
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could use das coverage only af you 
never leave the nt t mlirs with the 
children. TV prtalnn wousdasost 
Iga^ncbastdondtcaaaahtrof 
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general taabifty pottck* enciude 
coverage for laabsnry assum 
a written or oral coanrart Thus, at a 




the censer nauasrs the kgnt liabuiry 
of die other party if any dssna g ea 
that assy srtac uwarr dsr contract, k 
would he sdrtoafcse to purchase 



liability poucy coven clssms relating 
•oboostyto^uryand property osjnsge, 
personal Injury liabOiry coverage 
provides protection for a Bod. slan- 
der, or an imasaon of privacy tawstflt, 
where injury to to a persons feelings 
or reputation. In a child care setting, 
dito kind of dak* may arise at a child 



. -sarty. sf a tiatoord ansata a Isold 
hsrsskss clause fo a writsrn knse 
say cement (where you agree not so 
sue she tondaord If an Injury occurs 
on the presstocsX since the lease ton 
cos*ract.acoatract nd am 
shoulo he purchasrrl so cover the 
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INSURANCE ASSOCIATION OF CONNECTICUT 



• UITC l»©4 • 90 WASHINGTON «TftCCT. MA«TrO«0. CONN. 09 109 • PnONK OOS) ««i7-0«10 



rhe Hon. Peter A. Nystrom 
116 Broad Street 
Norwich, CT 06360 

Dear Representative Nystrom: 

One of the handouts distributed at yesterday's meeting on day 
care liability insurance detailed several specific problems 
involving Connecticut day care providers. Host of these problems 
involved inadequate notice of non-renewal or increase in premium. 

Z thought it would be helpful to make you aware that the General 
Assembly did pass legislation in 1985 which should resolve that 
part of the problem. Enclosed is a copy of Public Act 85-156 
which extends existing requirements regarding notice of non- 
renewal and notice of premium billing for personal insurance to 
commercial insurance, which would include day care liability 
insurance. — 

I appreciate the opportunity to attend yesterday's meeting and 
will be happy to work with you in dealing with this issue in 
the future. If you have any questions about the enclosed public 
Act or other elements of this issue, please feel free to call me 
at any time. 



JtfmM. BWr 



July 19, 1985 



Michael p. Meotti 
General Counsel 




KPM:rA6 
enclosure 

cc: Jeanne Mil stein 
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Substitute senate Bill so. 362 
C PO0LIC ACT MO. 85*156 

»l» ACT COICEMMG IDT ARC E MOTICE BEOOIaEflElTS fOK 

I?!^«Ki L .«2 P , i!!2 RI " CE POLICIES IID PREfllDn 
OXSCOHTS POI SBRIOR CITI2BRS. 

*e it eaacted by the Senate aad io«se of 
xepresantativee ia ceaerel Aeseebly coa?eaed: 

Section 1. (vei) (t) «o iaenrer aha 11 refuse i i UtlvJ* 

to reaev aar policy which la eablect to the ^ W»" l «* ' ,. u hL 
regalreaents' of chapter 682a of "11 MB ,"7 , ea ,t f'* bW ^ 
statutes ualess iacE insurer or ita agent ehall * a T nfe** 
sen*, by registered or certified tail or by eail 
I li •Udeaced by a certificate of Bailing, or deliver ' * cor*" . 

MoP^ ,*) iDW f« d » »t the address shows ia the of'****? „ 

I" Policy, as i.aet thirty daye' .dfaace notice of L^**"" M \ 

<W> its intention aot to renew. The eotice ot intent 

. , »°t to reaew shaU stete or be accoapaeied by a mcUi h*** * 

■zft A°T stateaeut specifying the reason £or inch » 

y nonrenewal. This section shall not apply: (1) m 

case of aoapayaeat ot pxeslaej or (2) if the 
insured falls to pay aay adraace preaiaa repaired 
by the Iaenrer tor renewal, provided, 
notwithstanding the tailare ot an insurer to 
coaply with this subsection, with respect to 
autoaobile liability iaeorence policies the policy 

C shall ttreinate on the etfectiwe date ot any other 
insurance policy with respect to aay autoaobile 
deeignated ia both policies. 
X < b > * preetee bllliag aotice toe aay policy 

tuhll it- «nb>ect to the regaireaeats ot chapter 682a; 

Uil"^ " c#p £ • "«*ers« coapeasatloa policy, eheU be 
^iJ* 1 « delivered to the ineered by the lasurer 

ofl-»" or its agent aot less thea thirty days ia advance 

r IauS 0t *} b * r "? wal dat » « the aaalversexy date at. the 

3D policy. The preaiaa billieg aotice shaU be based 

on the ratee end ralee applicable to the ensaiag 
policy period. The protieione ot this to bee ct ion 
shall apply to aay sach policy tor which the 
annnal preaiaa ia less than tea thoasaed dollars. 

(c) Failure ot the Insurer or Ite egeat to 
proride the in to red with the reguired aotice ot 
aonrenewel or preeiue billing shall entitle the 
iesured to: (1) fteeewal ot the policy tor a tore 
of aot less thae oee yeer, end (2) the pri? liege 
ot pro-rata ceacellatioa at the lover of the 
current or previous year rates It eiercised by the 
iesured within sisty deys froe the reaewal date or 
aaaiversary date. fteaewal oS e policy ehall eot 
coastitute a waiver or estoppel with re a pec t to 
grounds for ceacellatioa which esisted before the 
effective date of such renewal. 
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Substitute Strut* 8111 to. 382 

discount of five ptr cant shall be applicable to 
praaiua chatoes for such autoaoblle tot policies 
effective on and eftet Jolv 1, 1983. [, bet before 
January 1, 1986.} The discount shall apply to th« 
prtalus chatoes tot the autoaoblle tot at least 
tvtaty-foor souths. . This sectloa shall aot apply 
to any group aatoaoblla insurance policy Issued 
pursuant to sactloa 36- 185a under uhlefc prealeas 
ara broadly averaged for tha group rather than 
detcrelned ludlv Idoally. 

(b) The coaelssloaer of iotor vehicles shall 
adopt reflations in accordance with tha 
provisions of chapter 5* concerning tha contaat 
and othac regulreeents of tha accldaat prevention 
course rafarcad to la sgbaactloa {•) of this 
action, including, bat aot Halted to, tha nenber 
of hoots of elasscooa Instruction, approval of 
schools aod instructors offering tha coats* aid 
certificate Issuance upoa successful coapletloa. 

Sac. S. Sections 38*1731 aad 38-17So of Ua 
general statutes ate repealed. 

Cm iff J *i mrrtel bt 



leguiotive Commwioner 



Citrk of the Stmt* 



Ckrk of the Home 
Itti 



Coventor. Siott of Commtcikyt 
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STATEMENT OF J. ROBERT HUNTER, PRESIDENT, NATIONAL 
INSURANCE CONSUMER ORGANIZATION, ALEXANDRIA, VA 
Mr. Hunter. Thank you, Mr. Chairman. 

Chairman Miller. Your statement will be included in the Record 
and you 11 have an opportunity to read it. In addition, please re- 
spond it you can to some of the things that were said by the previ- 
ous panel. It would be very helpful. 

Mr. Hunter. I'd like to do that, sir. And what I would propose 
doing is just to refer to the charts in the back of my statement for 
a moment, just to put it into context. On the last page of my state- 
ment, I show a chart which shows the underwriting cycle, the cycle 
ot profitability of the insurance industry over the last 25 years and 
you can see that there is a cyclical pattern to it, and as other wit- 
nesses have testified, we are at a bottom. In 1984, the profit was 
only 3 percent. There was not a loss in 1984, but 3 percent rate of 
re ^5 n on net worth about at historical bottom levels. 

The stock market has responded very positively. Chart No 2 
shows that the Best Property Casualty Index is at an all time high. 

♦ £ a wE aI Under *nter. J' ust this week, July 26 edition, points 
out that the general market Dow Jones industrial average stock 
TfoSP 1 i p ^2 en ^ The Standard & Poor's 500 lists the first half 
M A l??L the Sta P dard & Poor's 500 went up 15 percent, the 
JNAbxMQ composite went up 20 percent, the multiple line insur- 
ance companies, which are the big Aetnas and AIG and people like 
that, went up 33.5 percent. 

The property casualty insurance industry stocks went up 27 4 
percent to all time record highs. The cycle is an anticipated eco- 
nomic phenomenon in the insurance industry. Chart No 3 shows 
toat even during a time of minimal profits, the cash flow of the un- 
derwriters is great. 

I'd like to read a couple statistics just to put it into perspective: 
this is from Best s Advance Rating Report of July 15. Tne net cash 
fiow for 1984, in other words the money the insurers had to invest, 
and so on, at the end of the year was $11.8 billion more than they 
had the previous year. 

This is the property casualty insurers. The surplus we've heard 
so much about in 1980 . was $52.5 billion; currently it's at the end 
oi iy»4, it was $63.8 billion, a significant increase in surplus. There 

/^SoST P 3 to i 984 ' 0f just a littIe over $ 16 b ' Ilion from 
$b0.4 to $od.8, but according to reports on the first quarter, that's 
been recouped in the first quarter of 1985. 

So, I don't think there's a major catastrophe in the insurance in- 
dustry. Surely they are at the bottom of the cycle. 

I happen to have been Federal Insurance Administrator during 
the last bottom of the cycle, and I sat in hearings like this, saying 
what are we going to do about medical malpractice and product li- 
ability insurance? And I testified before Senator Kennedy on the 
Health Committee, for example, stating that the thing to do is to 
try to do something about the cycle, that the crisis is one of short 
term character every few years at the bottom. 

In fact, that turned out to be the case. As soon as the cycle 
swung up, as you see on the chart (the cycles go up and down)-all 
this talk about crisis disappeared. In fact, the underwriters fell all 
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over themselves to cut the prices of the very lines of insurance that 
we now hear are such a catastrophe. 

Let me read from a National Underwriter Report in 1981, No- 
vember 20, that I have in my statement. This is a quote. "A large 
commercial umbrella liability risk [this would be the very kind of 
risk we're hearing is so terrible] came up for renewal and was 
rated at $105,000 about the same as the previous year but the in- 
sured was not satisfied. Aware of the aggressive rate competition in 
the commercial lines market, he decided to shop around. He ap- 
proached a second agent which offered a $20,000 premium, but the 
insured was still not happy, and he continued to shop, and eventu- 
ally the original company which originally wanted $105,000 came 
back and took the business for $5,000. That's right, $5,000!" 

That's the kind of rate cutting that was going on in this line in 
1974, they were saving liability insurance is going to hell in a 
handbasket, and we ve got to change all the tort laws and we've got 
to do all these other things, blaming everybody but themselves, and 
then five years later, they're cutting the prices like that. 

In 1981, you may remember the MGM Grand Hotel fire: they got 
liability insurance after the fire, so not only were they willing to 
write liability insurance, they were willing to write liability insur- 
ance after the liability had already happened. In fact they jus*; paid 
out $76 million on that claim which is, if my calculations are cor- 
rect, 13 times the claims for all the day care centers in the ISO 
exhibit for last year. 

So, what happens at the top and bottom of the cycle is what I 
call an industry manic depressiveness. The insurance industry will 
do almost anything, give away, you know, toasters and everything 
to get your insurance at the top of the cycle; at the bottom of 
course, anybody, no matter how good they are, cant get insurance. 
And I think it's pretty bad that the States that allow this to 
happen, come here and testify like they're wringing their hands, 
they have a responsibility to keep rates adequate, not excessive and 
not unfairly discriminatory, and what happens clearly at the top of 
the cycle is these rate cuts lead to inadequate rates and the states 
don't do anything about it. 

And at the bottom of the cycle, what's going on right now, we're 
having rates that are clearly excessive. 

[Prepared statement of Robert Hunter follows:] 

Prepared Statement of J. Robert Hunter, President, National Insurance 
Consumer Organization, Alexandria, VA 

Mr. Chairman and members of the Select Committee, I appreciate your invitation 
to talk to you today regarding the mounting problem faced by day care pre iders in 
obtaining reasonably priced liability insurance. 

The general insurance situation— its impact on day care insurance: 

The collage of insurance related headlines attached to my testimony is stark evi- 
dence of a general insurance turmoil which has engulfed the day care providers of 
this nation, along with nurse-midwives, fishermen, towns, states and others. 

Why? 

The first chart shows a very important fundamental which you need to under- 
stand if vou are to understand the 1985 insurance situation. It shows the cyclical 
nature of profits in this major and vital industry. 1 



1 Source of data: Citybank Economics and Insurance Services Office. 
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The property/casualty (p/c) industry is at the bottom of the cycle. Its profits are 
fir it rf tra ? ltl0nal lows based on recent cycle bottoms of 1974/5, 1969 and 1964/5 
Wall Street is not concerned (see Chart 2), recognizing the usual pattern is in place 
for a sharp recovery over the next 18 months. 2 Wall Street also is aware that the 
low profits do not mean the end of available investment dollars, put away at a $10 
billion clip even in 1984 (see chart 3). 3 J * 

Insurance executives tend to overreact at the bottom of the cycle, however Under 
some pressure from boards of directors to do something, they have rather ritualisti- 
caily in recent cycles blamed the problem on a convenient whipping boy, the law- 
after a t£p mi/T^* ™* "P 8 ?* tactic led to tort law changes in most states 
alter the 1974/5 crises in medical malpractice and product liability,* many of which 
sharply curtailed victim's rights (as Federal Insurance Administrator, I was proud 
of having participated in getting Presidents Ford and Carter to support no-fault 
auto insurance, but the "reforms" sought by insurers in the current context appear 
to be simply profit centered, not in the best interests of our citizens. Th°y are seek- 
studv) 6 ""^ ^ ° f cancellation 811(1 rate hike ' ra * er than logic and 

Ttie last cycle bottom was most informative. I was, as Administrator, able to serve 
on interagency groups that studied the phenomena. We found that the crises were 
in the minds of the underwriters much more than in the claims as we collected and 
analyzed the data. The testimony I gave before Senator Kennedy's Health Subcom- 
mit^ concluded that ratemaking had run amok; the report of the interagency task 
force on product liability concluded that the insurers engaged in panic pricing.' 

While the industry executives act in an overly pessimistic way at cycle bottom, 
the reverse is true when times are good. At the top of the cycle the insurers under- 
take what they themselves call "cut-throat" tactics to gain the cash flow for invest- 
ment purposes. Lart'e buyers of insurance, not the little buyer unfortunately, were 
reported m the trade press as obtaining rate cuts of up to 90% • 

At the top of the cycle the scapegoat is forgotten and tort reform is sidelined as 
1 t ? surer8 ? hase the c* 8 * 1 - The ze^th of this chase was the purchase of $165 million of 

te^ 06 ^ ^ G ^ L for 9™?* HoteI fuII y 3 months after the fire.'' The 
i. 18 s,m P le » although the insurers now complain about the "long tail" 
of liability claims, they love the long time they get to hold reserves in double digit 
interest rate securities before they pay out the claim. 

So the availability and price of insurance is wildly dependent upon the attitude of 
the underwriters, and that is largely driven by the underwriting cycle, itself largely 
cycle 11 underwriters' somewhat irrational behavior at the extremes of the 

America surely needs the stability that insurance normally brings to the econom- 
ic activities of our citizens. When insurance acts to destabilize, however, it is high 
time that the Congress carefully consider ways to flatten the cycle or address the 

2 Source of data: Best's ^Property /Casualty Stock Index, A.M. Best and Co., Oldwick, NJ 

• Source of data: A.M. Best and Co , Oldwick, NJ. vinwius. no. 

« bt. Louis Post Dispatch, section B, p. 3, April 14, 1984. 
Pnhlf^wSfaSl ?f^ i ; ber . 3 ' I 975 ' Subcommittee on Health of the Committee on Labor and 
fiBR *u ? U U ' S J ^ nat ?' Among the Cresting data supplied by ISO at that hearing were 
ffifi—/ 1 ? v^lF* the average claim cost ISO used for ratemaking significantly exceeded 
the limit of liability, clearly ratemating that had run amok. That led to tliisTxchange: 

Senator Laxalt. Is malpractice always a loser as far as carriers are concerned? 

Mr. Hunter. If they charge these rates, they could not help but win. (p. 141) 

«♦ J? Gun * her . s ™f Malpractioners, Anchor Press. 1978, Gunter cites this exchange 

S T& ^Wnn*r ha tff r ent, - tle< LT!? ej ; 00111(1 No * Hel P But Win " h the fonow'nTchap^^ X 
They Won . Gunther reviewed the later experience. ^ ' "" 1CU 

t - F i"ri ^J 1 ' ^<>d\xci Liability Task Force. Report on Product Liability Ratemakinn Product 

^ZaL^^P*^^?^ FoicTuA Department of Comme~l Atp. i\ 

ofthe^u^abttv insTr^^ ™ 0n « of the P™ 1 ~ 

»f?:£l ,n8tance jtetonai Underwriter, November 20. 1981 , p. 1, where it says: 
about fhTJfSS?^ umbrella (Ability) risk came up for renewal and was rated at $105,000, 
as the previous year But the insured was not satisfied. Aware of the aggressive 
o^ch^^nH^ to*** he decided to shop aroundTHe ap- 

fe^tolv^ ^ ^ ri8k * a different which * 

But the insured was still not happy. He continued shopping and eventually the oneinal com. 

^X^iS^SS^ ' came ^ and *"* '*< bmness i^^^SvSE 

7 Journal of Commerce, February 18, 1981 
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symptoms, unavailability or unaffordability of insurance to decent risks through no 
fault of their own. 

The day care experience— does this line deserve to be treated as it is? 

The answer is "no". 

At your last hearing, the insureis did not testify. I hope that will be rectified 
today. The testimony of the providers gave no basis to expect that the "crisis" is 
anything more than more overreaction to the cycle bottom, coupled with some un- 
timely publicity vis-a-vis child abuse. 

The only data I've seen is from the Insurance Services Office (ISO), the industry 
cartel-like organization which can exist to *nake joint rates because of thL indus- 
try's unique exemption from the federal anti-trust laws.* 

The ISO data is for four years. The data does not show how many day care facili- 
ties were included in the data, but it is represented to be data for all companies 
reporting to the ISO, a significant percentage of the data in the nation. 

The data show that for the four most recent years (1980-1983) there were 1,121 
claims filed in the entire country. That would be about 5.5 claims per state per year. 
If we assume that insurer expenses and investment income offset (a fair assumption 
for this line of insurance), the industry probably lost about $500,000 or about $2,500 
per state per year. 

Even looking at the worst year, 1983, the data don't look like a crisis. At the very 
worst, a rate change of up to 1009& might be called for for 1986. If I were asked by a 
state to make an actuarial judgment on the basis of that data, I'd recommend about 
a 50% increace. The limit on the change an actuary recommends is based on the 
believability of the data, something we actuaries call "credibility". There are insuffi- 
cient data in the ISO countrywide day care experience to afford these data full be- 
lievability. Similarly, there's no way that cancellations or increases of 200% up aie 
justified. 

Let's put this line in perspective to see just how irrational the cancellation/non- 
renewal/large price increase behavior of the insurers appears to be. Assuming that 
the dollars of claims incurred as reported by ISO actually are paid out at the level 
they project (even this takes quite a leap of faith; it is likely that less than $1 mil- 
lion of the ISO reported $5 million in claims is actually paid out as of now— we 
don't even know what the size of the adjustments ISO made to the data are), the 
total national 1983 day care incurred losses would be: .004% of the premiums writ- 
ten by the p/c industry; .008% of the surplus of the p/c industry; .11% of the p/c 
premiums written by Aetna Life ana Casualty, a leading writer of day care liability 
in the past; and incredibly, the entire incurred losses for the country's day care pro- 
viders as reported to ISO is only about 6% of the losses paid out on the MGM Grand 
Hotel under the policy entered into after the fire, mentioned earlier. 9 

The panic has to be related to spectres of large verdicts in the wake of the recent 
publicity on child molestation ... it is certainly not found in the data provided to 
date. 

What is the nation to do about these abusive insurer practices? 

NICO believes that the approach enacted at a previous bottom, 1968/9 is worthy 
of consideration by the Congress: The Urban Property Protection and Reinsurance 
Act of 1968 was a response to the unavailability of insurance in the inner cities in 
the wake of the riot situation of the late 60's. 10 

To be sure, the predicate for the withdrawal of riot insurance was strong, given 
the very serious situation extant in the country at the time. But the finding of the 
President's Panel on the Insurance Crisis is just as valid for the day care provider 
community today as it was for the inner city communities of the late 60's: "Commu- 
nities without insurance are communities without hope". 11 Providers will have to 



8 Data submitted to the Select Committee by ISO. For a full discussion of the role of rate bu- 
reaus in the insurance industry, and their anti-competitive nature, see Investment Income and 
Profitability in Property/Casualty Insurance Ratemaking. a report to the National Association of 
Insurance Commissioners, J.W. Wilson and J.R. Hunter, January 1983. 

9 Sources* Premium and surplus, A.M. Best and Co.; Aetna data, Aetna Life and Casualty as 
reported by A.M. Best and Co.; MGM Grand Hotel Settlement Business Insurance, April 8, 1985, 
p.l. According to the article, MGM received a total recovery from insurers of $115.5 million of 
which only $30 million was from the non -retroactive normal liability insurance the Grand Hotel 
had at the time of the fire. 

10 Public Law 90-448. 82 Stat. 476; 12 U.S.C. 1749bbb, 42 U.S.C. 4011. 

11 Meeting the Insurance Crisis of Our Cities, A report of the President's National Advisory 
Panel on Insurance in Riot-Affected Areas, January 1968, p. 1. 
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shut down, possibly forcing spouses to decide among themselves which one will have 
to stop working, or the latchkey situation will be exacerbated, or other undesirable 
results will be forced on parents. Some families may even have to give up a home 
for loss of the second income, situations not unlike the loss of mortgage following 
l0 S° f insurance in inner city areas plagued by riot almost two decades ago. 

government agreed to reinsure (insure the insurance companies-a 
sort ot lay-off bookie arrangement) the insurers against the specified peril of riot 
and civil commotion in return for a reinsurance premium and a commitment to par- 
ticipate m a pool to make sure insurance is available to all residents whose homes 
met reasonable standards of insurability. 
The federal government made $125 million writing this reinsurance' 
The cities were saved from the sure death that no insurance brings i n twentith 
century America! 
The program worked well. 

I think that a program of stand-by authority should be prepared to take care of 
t£ ^£25^u n^midwives current problem (and, perhaps some of the others). 
The authority should be granted to cover future crises as well, to stabilize the insur- 
ance profit cycle's harsh symptoms. nsur 

When a line of insurance became severely distressed, representatives of those pur- 
chasers could appeal to the agency given authority to reinsure. The agency would 
m t?fS u g 88 the extent of the dislocation. If a distressed situation 

is certmed, then the agency could offer reinsurance to insurers who would agree to 
o m a , mark ? t ln * e line - Following meetings with the insurers, the agency head 
would determine what the cause of distress was and would offer only to reinsure 
that cause (e.g. only reinsure the peril of child abuse for day care liability if that is 
dent In8urers wou,d a reinsurance premium designed to be self suffi- 

Insurers, the administrator of the program and representatives of the distressed 
industry would meet to set standards for insurability under which those who qualify 
are assured of an insurance market. 4«*"iy 

-iSffif * W !l l ^ unde ^ k . en , to determine if other longer range action (risk man- 
agement, tort reform, etc.) is also needed to resolve underlying problems 

Funding for this program would come from reinsurance premiums. I also envision 
a small surcharge, perhaps one^uarter of one percent of premiums written by all p/ 
t^ Z^ ba -r k * U ? t 5 6 >P ro ^- ™? is ^ case premiums are inefficient over a 
n!S J?r ?°?wv l{ 11 J? determmed b y Congress that some short term subsidy is re- 
quired to stabilize a distressed line sometime in the furure. 

nnW fl ° nW1Uarter ° f one V*™" 1 surcharge would cost only 81 cents on the average 
private passenger car premium but would yield over $300 million this year Over a 

^Ja An!*? 16 ; ?u th ™ 10% in V*n&*n* and a 10% interest rate, $7 billion 

would flow into the Treasury. I would envision these funds being used in the gener- 

eeded nUe "** bUt accounted for to * available to thf w head when 



CONCLUSION 



riMHhfhi^STf tu^ 1 deal on i U "»<»-ance. The federal government cannot 
?« jf y „ y a u d le ^ ^ e msu . r f nc ? industry hold day care providers hostage in a 
hirger game beyond the providers' control. The terrorist tactics of insurer every 10 
years at cycle bottom must be dealt with in a systematic way that adds the stability 
to our economy that insurance is meant to deliver. It is time the Congress began to 
Ration * m^e to the states in 1945 to see if we are, as a nation^ 

ffi™, m0St J e ™ n ° U * 0f *•?* , twelve ** icent ° f ° ur disposable income we pay 
into insurance premiums. A good place to start is solving the day care crisis that 

I*!. 0 ,™*. m thC mi !? ds 0f 8 few underwriters on John Street in New Ywk S 
in ZrXrt^Y WW 1 may ha ^, e - 1 the ful1 assistance of NICO to you 
in your efforts on behalf of the oppressed providers of our nation's child care. 
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Chairman Miller. May I interrupt you? > 
Mr. Hunter. OK. x 
Chairman Miller. There is the suggestion that this cycle is a 
natural phenomena, bi't that may not be so. What you're suggest- 
ing is that predatory practices are involved. V 
Mr. Hunter. Correct. 

Chairman Miller. To secure market shares, to secure business at ; 
the top of the cycle when they're fat and sassy. ; 
Mr. Hunter. Correct. 

Chairman Miller. And then, if the rates were inadequate as we 
were told in 1980, by 1985 they catch up with themselves. What we ^ 
see is that people have been told, as Senator Nystrom just talked , *< 
about, that they must absorb a 1,000 percent increase. Those sto- ; 
ries have been told now, time and again. We're not just making up : 
for new found liability; we're making up for a history of business *• 
practices which have plunged the insurance industry as a whole ^ 
into a downward cycle. >} 
cycle. I 

Mr. Hunter. That's correct. ' j 

Chairman Miller. You're suggesting that they have an aversion 
to stability in this industry. * 

Mr. Hunter. I think that's correct. I think, my definition of ;. 
them as a manic depressive is accurate. At the top, they do crazy * 
things in terms of cutting prices, particularly in the commercial 
lines where the commercial lines have the ability to self-insure; 
they don't do such crazy things in personal lines. Competition is 
very weak in the personal lines, auto and fire insurance and the 
like, but in these commercial lines [where the particular big buyers 
of insurance are] is where the giveaways like this $105,000 price 
down to $5,000 occur. And we pay the price for that at the bottom 
of the cycle. 

And the cycle is exacerbated by the fact there's no control at ^ 
either the top or the bottom. Commissioner Muhl's statement to 
the contrar> notwithstanding, I can assure you, since I'm an actu- 
ary and I've been to several States recently, I can assure you that 
the States are not looking at day care center price increases. 

Chairman Miller. Well, the only tiling we know about the cycle 
is that once again, the consumers are going to fall on the insurance 
company's sword. 

Mr. Hunter. That's correct. 

Chairman Miller. It's just a matter of time. 

Mr. Hunter. That's correct. And it s Congress' fault. 

You delegated the authority to the States to regulate this indus- 
try. 

Chairman Miller. Well, in that sense, you're right. 
Mr. Hunter. With no standards. 

Chairman Miller. We delegated them the authority and they re- 
fused to exercise it. 

Mr. Hunter. Well, it was delegated in 1945 with no standards for 
performance and I think you've paid the price. 

Chairman Miller. If I had known that in 1945, I would have 
changed it. 

Mr. Hunter. Well, what I wanted to say is, looking at the day 
care centers, I had the same experience that we've looked at, and 
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the question I tried to answer is: Does this line deserve to be treat- 
"l*^ tTeated ' and in m y statement I sayitdoe? St 
At the last hearing, we didn't hear much about experience " This 

evtr-f h3 g t T 6 6Xp !l?. 8nce ' ™ d more S3 tha? 
ever-I had already seen this experience-and I, as an actuary 
would say yes, they probably need a rate increase, mayte ashX 

a1tua^v Pe ^ nt < ma f imUm - 1 W ^ d ^mmend if I w^ a^Sulting 
l7.J„ a f ? tete ° r something, I would recommend probabW 
something on the order of a 50 percent rate increase. y 

tb? f a L^ ey ' d ¥ ve to ^ of these is beyond 

the pale, and I do believe, of course, that they should cancel ones 
that have real bad records or something like that, but FnTsaSS 

viewpoint or from a public policy viewpoint. T point out that the 
entire losses represent four one-thousandths of 1 of the d 5 
miums written by this industry. ^ 01 cne ^ 

^n!§ h ^ I ? ? ' tl i 0U8andth8 of one Pe^t of the surplus in the so- 
And as I said, it's 13 times what war just paid out on th» mom 

1 said, the data only shows maybe a 20 percent rate incwyisA fnr 
medical malpractice, and the commissioned yeah ttSffS W 
Zt°™ tHe COmp -? ny but then the ^ompany^aid-and it w* Tthe 
W^SS!^ y T U £rF?J B0iB * to P" 11 out if yoHon't give m 

the 100 percent rate incrSc y * mtnmdated into approving 
And there is an intimidation factor in this and it's meant fa in 
timidate not only the State insurance comiioners bm £ uj£ 

Sags-" VST* ["! ^v 0 ' betw «° cSnSoner MuKwe" 

!S^S^^i y and m **• «™ ■» -i**f how 

But I do appreciate t*e opportunity to testify todav sir 

period of time, and at best what we have is an hyrteriS 

?nH„ a e rl n8U K e mdu f ^ that *» unfairI y buraeS ^tKhildStre 
industry and the result is that millions of children and their fSX 
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lies are being placed at a much greater risk. 
Mr. Hunter. I didn't go so far as to 

Chairman Miller. And the purpose of these hearings has been 
to try to get evidence for the industry to justify the treatment of 
the child care industry. And I have to say, as we near the close of 
the second set of hearings, that evidence just isn't there. 

I appreciate the economic evidence that was submitted this 
morning about the trials and tribulations of the insurance industry 
on a nationwide basis, but it still doesn't seem to me that it should 
translate into the kind of treatment the child care industry has re- 
ceived. 

As we will hear from Mr. Birch, the issue of abuse in child care 
has been overblown, both in the press and in the minds of the in- 
surance industry. 

Mr. Hunter. Well, I agree with you. I think that it is hysteria 
and I think it is falling on the day care centers and others. My tes- 
timony has a collage of headlines, you probably noticed, because I 
mean people are just being abused generally. And I wouldn't go so 
far as to 

Chairman Miller. From what it appears, the child care indus- 
try's being abused, that's what's going on. 

Mr. Hunter. Well, as far as the insurance industry, it's a self- 
afflicted problem that they have and to take it out on day care cen- 
ters is just wrong. That's why I proposed in my statement which is 
rather technical, that some kind of reinsurance by the Federal 
Government to ease the bottom of these cycles might be appropri- 
ate, as a standby authority, and not only for day care centers by 
1995 (the next time we sit here and go through this same kind of a 
mess); 12 percent of the disposable income is paid into insurance 
premiums, I don't think the Congress should sit by and let that 12 
percent kind of dig into the whole country every 10 years. 

Chairman Miller. One of the things that concerns me is the sug- 
gestion is that the insurance industry can sell liability insurance 
where it is required to, to child care providers, but in fact, they'll 
end up with a policy that does nothing by the time you get done 
with the exclusions and the lower limits of liability. I remember 
once I bought an insurance policy for my son, and when I got done, 
I paid three times as much as I had paid before he'd gotten into his 
accidents, and I had a policy that met the legal requirements of the 
law but it had $100 million deductible or something. The policy did 
nothing. 

Mr. Hunter. That happens in title insurance every day. 

Chairman Miller. I'm just concerned that one of the results 
here, if we act too quickly because of the kind of economic data 
that comes forward from the industry, that we'll be too quick to 
provide for exclusions and limits to liability. We will be misleading 
parents as to the adequacy of the liability coverage that the centers 
will have. 

Mr. Hunter. And the other thing that concerns me greatly from 
hearing the testimony this morning, is that it sounds like Lloyds of 
London can call the shots on what we do in this country viz-a-viz 
our insurance mechanism. I don't think that should be. 
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Chairman Milleb t. They're just treating the United States like 
^w* "fVHF , th f u ch T ild care centers. Again, a lot of their problems 
aren t related to the United States casualty market. 

Mr. Hunter. That's correct. 

Chairman Miller. They made some pretty bad decisions. 

Mr. Hunter. That s correct, it's mismanagement and everybody 
would like to blame somebody else when things go wrong Of 
course, why not the tort law, why not the United States? 

Chairman Miller. Tom? 

STATEMENT OP THOMAS L. BIRCH. LEGISLATIVE COUNSEL. 
NATIONAL CHILD ABUSE COALITION, DISTRICT OF COLUMBIA 

niJJ r ; n BlR ™ 1 J^ lk M , r - C* 1 *™™- 1 appreciate the opportu- 
nity to appear before the select committee today and present testi- 
mony on behalf of the National Child Abuse Coalition. 

Weve all heard and are familiar with the stories in the news 
about the sexual abuse of children in day care programs that for 

S£ VS i a /| ar n °Z have 8h0cke t the nation *« d frightened par- 
ents, and lately as this committee has heard during these 2 dayVof 
hearings, apparently convinced insurers into believing that chil- 
dren in this country put in child care programs by their Darents 
are in grave danger of being molested. P 
The fact is, information on reported child molestation refutes the 

Ei"?? 0 ". ? at ° T aren , m day are at hi * h of sexual 
abuse. The data we have do not support that notion. What's more 
advocates for the prevention of child abuse see day care as an im- 
portant effort to help prevent the abuse of children, which is the 
reason why citizens and communities across the country are active^ 

danger* g ^ that ChUdren in day <** are ** * 

H^ Hd v ab T a » d n ^ gleCt fa a national Problem of huge propor- 
tions. Over 1 million documented cases are reported in the United 
States each year, and this committee is well aware of the tremen- 
dous yearly increases m reports of abuse. According to the Ameri- 
^?,«o"!f 116 Associatl( »i' whlch compiles annually national child 
^TaX* °S lert statistics, the number of chUdren re- 

ported to child protective service agencies increased 121 Dercent in 
this country between 1976 and 1983! percent m 

JLZSSi S J e £t th K at that increase reflects the increased public 
a w !n - hlld enactment of child abuse reporting ? stat- 

utes encouraging people to report suspected cases of abuse, and 1 the 
fw°f ment of Pre^"™ ^ treating children who have been 
abused and working with their families. In its 1983 survey AmeS 
S^Sr 8116 ^^/t figures which reported that 1,007,658 docu- 
K^ESV* chlld abu8e ™ d "eglect had occurred. That was an 
increase of 8.4 percent over the previous year. 

Another survey conducted early this year bv the National f!nm 
mittee for Prevention of Child Abuse Sated that ) o 1984 £ 

^nt/ 086 ^ 8 ?' ?f. th t e . by 19 Percent, to 1,273,000 children 
and "eg^ted m this country. The number of children hi 
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1983 according to American Humane, and an increase of 35 percent 
last year reported by the national committee. 

Now, obviously, this is not an appealing story, but what does it 
mean about the risk of children being sexually abused in day care 
programs? American Humane tells us that in 1983, and this is the 
year for which the most recent figures are available, child sexual 
maltreatment accounted for 8.5 percent of the reported cases of 
child abuse and neglect. That is, of the 1,007,000 documented re- 
ports of all types of child abuse and neglect, slightly more than 
8,500 children were sexually maltreated that year in 1983. 

According to the information we have, most of those children 
were sexually abused in their homes K / parents. The statistics 
show that in 97.1 percent of the cases I\ mentioned of sexual mo- 
lestation, a parent or some other relative is the sexual molester. 

The remaining 3 percent of the perpetrators are grouped togeth- 
er and the category includes babysitters, teachers, neighbors, 
strangers, friends of parents, and staff of State institutions and pri- 
vate institutions. American Humane estimates of that 3 percent 
category, between 1 and 1.5 percent of the reported perpetrators of 
child sexual abuse fall into the category of day care employees. 

This information should help, I think, put into perspective, the 

[>roblem of sexual abuse of children in day care programs, a prob- 
em much enlarged in the public's mind by news coverage given to 
the cases that have occurred. The data enforce the belief that child 
sexual abuse is increasing in this country but that sexual maltreat- 
ment of children by day care workers is a very small piece of the 
problem. 

As I've said, those who are working to prevent child abuse be- 
lieve that child care is an integral part of the prevention effort by 
helping to support families and strengthen them. In fact, in most 
subsidized child care, abused and neglected children have first pri- 
ority for service. 

Good child care services can fill many of the goals of a child 
abuse prevention program enhancing ties between parents' and 
children, increasing parent skills in coping with the responsibilities 
of raising their children, reducing family isolation, increasing peer 
support, and so forth. 

Without optimal child care services, I would say that the risk of 
child abuse in fact increases. Day care center teachers in fact help 
parents learn better how to care for their children. Parents who've 
abused their children or may be liable to abuse often have unreal- 
istic expectations of their children's capabilities. Day care teachers 
can help mothers and fathers understand a child's normal behavior 
and show parents how to cope with raising children. 

Because day care is so important not only as a part of the effort 
to prevent child abuse but as a basic service required by the fami- 
lies of millions of children across the country day care providers, 
public officials including the chairman of this committee and mem- 
bers of the select committee, and child abuse prevention advocates 
have joined forces to ease the minds of parents with children in 
day care and to protect those children by preventing abuse, sexual 
molestation in day care from ever having the chance to happen. 

The most effective method of preventing child sexual abuse is to 
educate parents, children, teachers, and day care staff to recognize, 
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to resist and to report sexual abuse. I'd like to mention some of the 
dren g *° m&ke SUre ** y " safe for chil * 

The passage last year of Public Law 98-473, legislation offered by 
Chairman Miller, provided $25 million to States for child sexual 
abuse prevention training. This is an extremely important measure 
m the national prevention effort. A recent report of the National 
Association of Public Child Welfare Administrator* . givS some S 
"cation on bow States are responding to this new source of fund- 

Forty-six States, in a survey, said that they planned to provide 
training m sexual abuse prevention. The new law, as you well 
know, Im sure also requires States to set up criminal record and 
back ground checks on day care employees. Prior to this Federal 
mandate, only three States had comparable laws. But since last 
year, with the passage of Public Law 98-473, over half the States 
naye enacted or are considering such legislation 

I d mention too a report of the Inspector General from the De- 
partment of Health and Human Services in January 1985 report- 
ing on preventing sexual abuse in day care programs, recommend- 
ed that, as a first priority, HHS should support the kind of educa- 
tional programs I've tried to describe in my testimony. Which is 
why we were disappointed when the administration's fiscal 1986 
budget proposed eliminating the $25 million to States for sexual 
abuse prevention training. 

We've been encouraged, Mr. Chairman, by your leadership joined 
by your colleagues on this committee and in the House, to make 
sure that Congress provides this much needed support another 

In private organizational efforts, the National Committee for 
Prevention of Child Abuse has collaborated with Marvel Comics to 
produce a special "Spiderrnan" comic book, showing children how 
to protect themselves from child molestation. Parents anonymous 
a national voluntary self-help group, has initiated community 
sexua! abuse prevention forums beginning in southern California 

abusr to ^ m ° re ab ° Ut Pr0teCting their childre « 
Scores of films, books, school curricula, plays and brochures have 
been developed by local organizations all over the country to teach 
parents and children about preventing sexual abuse. 

fnr P—^^S^u 6 * 1 thi f , year by the National Committee 
for Prevention of Child Abuse called Child Care in the Family, and 
it discusses the im F rtance of child care as a child abuse preven- 
tion activity and also includes suggestions for parents about how to 

f ™S w u C3r ! and "P 8 on how to P^ent children 

from being abused. And I'd ask that this be included in the hearing 
record, Mr. Chairman. , 6 
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Introduction 

The purpose of this booklet is to make the reader aware of child 
care as a major resource for the prevention of child abuse as well 
as the special contribution that child care services can make to 
abused children and their families. It is hoped that this will bring 
people working in the two fields of child care and child abuse 
c oser together. The discussion in this publication is intended to 
enhance communication and understanding between the two 
groups and to facilitate thoir working together for the benefit of 
children. It is hoped that the material presented will inspire the 
reader to take action. Wherever possible, the emphasis will be on 
specific actions, programs, and models. 

Child abuse is a community problem, and its prevention is a 
community responsibility. The community must provide parents 
and children with certain supports, training, and information to 
help them cope successfully with their roles in the family. As part 
of a continuing effort to identify successful community ap- 
proaches to child abuse prevention, the National Committee for 
Prevention of Child Abuse (NCPCA), in cooperation with the 
Johnson Foundation, convened two national research con- 
ferences on child abuse prevention in 1978 and 1981. Participants 
at these meetings, representing the many different disciplines 
and areas of expertise concerned with child abuse, analyzed what 
is known through research about preventing abuse. From their 
findings they identified community programs that, if they were 
available to all on a voluntary basis, would contribute to child 
abuse prevention. 

While the experts seemed to agree that the earlier support can 
be provided the better, they acknowledged that for child abuse to 
be prevented, families need support at many different times 
Thus, they identified programs directed toward each phase of the 
ife cycle, beginning with the prenatal period and continuing 
through a child's school years. These programs include- 

• Perinatal support programs -to prepare individuals for the job 
of parenting and to enhance parent-child bonding 

• Education for parents -to provide parents with information 
about child development and with skills in child care 

• Early and periodic childhood screening and treatment - to iden- 
tify and deal with physical and developmental problems in 
children at an early age. 

• Programs for abused children -to minimize the longer term ef- 
ects on children who have been abused and to reduce the 
liKelihood of their becoming abusive parents. 
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• Social skills training for children and young adults -to equip 
young people with the skills and knowledge necessary to suc- 
ceed in adulthood. 

• Mutual aid programs and neighborhood support groups -to 
reduce the social isolation so often associated with abuse. 

• Family support services, including health care, family planning, 
child care, crisis care (such as hoWine counseling), marriage 
counseling, and related services -to provide families with the 
range of supports they need to survive the stresses of life and 
to stay together. 

• Public information on child abuse- to heighten the public's 
awareness of different types of abuse and neglect and to pro- 
vide specific information on how abuse can be prevented and 
where parents can turn for help. 

• Community development activities-to increase local oppor- 
tunities for job training, employment, access to social and 
health services, and other supports that reduce family stress. 

• Communitywide child abuse prevention coordinating body-to 
guarantee that prevention programs are responsive to the 
needs of the community and to determine priorities for pro- 
posed programs. 

• Child abuse prevention training -to give professionals and 
volunteers greater knowledge of the dynamics of abuse anc to 
furnish them with information on community orevention pro- 
grams. 

• Ongoing program evaluation and assessment -to assure that 
community programs are as responsive and effective as possi- 



Taken together, these programs comprise a comprehensive 
community approach to prevention as described in the NCFCA 
publication An Approach to Preventing Child Abuse. To en- 
courage and assist community leaders in their efforts to prevent 
abuse, NCPCA is publishing a series of booklets describing 
aspects of the above programs and community activities. This 
booklet describes how adequate, comprehensive, and quality 
child care programs can significantly contribute to the prevention 
of child abuse and the enhancement of family life. 
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Child abuse may be defined as any Interaction between a 
caregiver and a child resulting in nonaccidental harm to the 
child's physical or developmental state. This definition includes 
physical and emotional abuse, neglect, exploitation, and sexual 
misuse. (While this definition is useful for the purposes of this 
booklet, it should be noted that the legal definition of what con- 
stitutes child abuse Is determined by state laws.) The National 
Center on Child Abuse and Neglect in Washington, D.C., 
estimates the number of children abused annually in the United 
States at one million. The center also estimates the number of 
children who die each year as a result at one thousand. The center 
is quick to point out, however, that the estimate of deaths is low, 
because many child abuse situations go unreported or pass for 
accidents, to say nothing about the number of children reported 
missing each year. 

The current approach to the problem of child abuse accepts the 
idea that 90 per cent of abusive parents are notmal, feeling 
human beings. Only a very small percentage can be considered 
cruel, inhuman, or deranged or are severe substance abusers. 
Most child abuse situations are symptomatic of family stress or 
dysfunction and are amenable to treatment. Current research 
characterizes many abusive parents as social isolates with low 
&9lf image, often abused and neglected in their own childhood, 
often lacking an adequate parent model, and looking to their 
children for the love and attention denied them by their own 
parents. The parents usually characterize their child as "special" 
or wanted but often think of the child as "different." This dif- 
ference may be real, as in the case of the developmental^ slow 
child, or the difference may be imaginary. In either case, the 
"target" child becomes the scapegoat in the family. 

Sometimes stressful changes in families, such as unemploy- 
ment and divorce, may lead to child abuse. Given the proper con- 
ditions, anyone, regardless of class or cultural group, has the 
potential to become an abuser. Stress increases the possibility 
that parents will lose self-control. This stress may result from in- 
terpersonal problems, ill health, or financial difficulties. 

The seeds of abuse may be sown very early, if parent and infant 
faM to develop close bonds. Attachment u an important ingre- 
dient in the development of a healthy parent-child relationship. 

There are three victims of child abuse-the child, the parent, 
and the community. Taking this Into account, society's response 
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is directed not at punishing the abuser but at protecting the child 
and treating the family. There are laws against child abuse in all 
50 states, and most of these laws require caregivers, including 
people involved in child care services and schools, to report 
suspected abuse. The laws also grant the reporter immunity from 
civil suit. Many caregivers and teachers hesitate to get involved, 
however, for belief in the privacy of the family is deeply rooted. 

Parents are not alone in abusing children. Relatives, 'mends of 
the family, aberrant or sick members of the community, and 
society itself may commit the abuse. Examples of societal or in- 
stitutional abuse include the abuse of children by prostitution 
and exploitation for pornographic purposes. Another example is 
the abuse that occurs in institutions supposedly set up for the 
benefit and protection of children. Harsh, punitive schools, 
abusive foster homes, unresponsive legal and judicial services, 
and institutions where children are "warehoused" are themselves 
abusive. A chaotic, unstimulating, or unduly harsh and 
regimented child care situation may be abusive. In addition, 
children in these settings often develop inappropriate coping 
skills that make them more vulnerable to abuse at home. 
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No one would disagree that without children the human race has 
no future. Without adult care children cannot survive, and without 
youngsters to grow Into adulthood, society cannot survive. The 
care of children is therefore one of society's primary concerns 

Society carries out its collective responsibility for the future 
through individual families. The family is the unit through which 
one generation brings forth the next and raises it to maturity 
Family groups may not be the only way to rear children, but they 
do seem to be well suited to delivering the prolonged care and in. 
tlmacy needed by infants. Certainly Americans are committed to 
the notion that the best way to rear children is within the family. 

The family also has another unique function, one that 
sometimes comes In conflict with society's desire to ensure ef- 
fective child rearing; it provides intimacy, love, and security to its 
members. It is the one place where individuals can in privacy truly 
relax, be accepted, and receive support. 

Difficulty arises, then, when societal intervention in child rear- 
tng is required. This intervention may Interfere wfth the privacy 
that families feel they are entitled to and require. The constant 
dilemma facing policymakers is how to maintain a good balance 
between the protection of children and the privacy of the family 
Today the debate rages over children's rights vs. government in- 
terference in the family. 

Historical Perspectives 

The dilemma has been handled in various ways. The earliest 
societal interference in child rearing was simply to guarantee the 
survival of children. This included care for orphans and the aban- 
doned and prevention of the worst abuses by parents. In the early 
days in the United States, on the other hand, the church establish- 
ed very rigid laws affecting all aspects of family functioning After 
a relatively short time, however, the needs of the developing 
society and of individuals conflicted with the established regula- 
tions, and the laws were either changed or abandoned. 

Later, when the needs of a developing Industrial economy and 
the expansion of democracy required an educated population 
free, compulsory education was introduced. This certainly in- 
terfered with the rights of families to determine how their children 
would spend their time and what they would learn ft also 
drastically affected the children's ability to contribute to the fami- 
ly income. Another example of intervention was the passage of 
child labor laws, which prohibited children under a certain age 
from working. During the twentieth century, regulations were In- 
troduced that required immunizations unless they interfered with 
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religious beliefs. With some variation from state to state, govern- 
ment bodies established health and safety regulations and licens- 
ing of facilities occupied by children. All of these laws certainly 
constituted intervention in child rearing and in family functioning, 
but the greater need of society to protect children overruled the 
privacy of the family. 

Currently, because of the rapid changes that are taking place, 
there is great concern about family policy. Some fear that the 
family itself is endangered. Others wish to reduce any in- 
terference by society in the family and in child rearing. 

First, let's look at the changes that are taking place in the 
American family. It may be helpful to look at some of the 
historical material on the family and to recognize that change 
does not necessarily mean destruction. 

The American Family Today 

In Here to Stay*, Mary Jo Bane surveys the development cf the 
American family. She points out that because death rates of 
young parents in the past were almost as high as present divorce 
rates, even with the rise in divorce, more children today are living 
with at least one parent than ever before. As a result, there are 
fewer children in institutions, in orphanages, or living with 
relatives than in the past. Also, the rate of remarriage is com- 
parable to the divorce rate, indicating that it is not marriage that 
is being rejected but a specific marital partner. 

The 1980 census figures indicate that despite all the trends 
toward divorce and looser family arrangements, a family headed 
by a married couple is still the primary living arrangement for 
Americans, and by a very large margin. In 1980 almost 74 per cent 
of the population in the United States lived in a family headed by a 
married couple. 

At present a major concern about the family is the effect on 
children of mothers working outside the home.* A prevalent myth 
is that in the past all mothers stayed home and reared their 
children. The facts are that a large majority of black women, both 
during slavery and after, have always worked outside the home, 
and immigrant women worked as servants, cared for the children 
of the rich, or worked in factories or in the fields. Only in the 
relatively short period from the end of World War I through the 
1960s were large numbers of women at he ie and the main 
caregivers of their own children. 

Whether a mother is at home or in the workplace may make less 
difference than is generally supposed. Studies show that the dif- 



*The authors ol this booklet recognize that child rearing is the equal responsibility of both 
parents If, as in this section, the burden seems to fall on tm mother to be home with her children, 
this is bee? jse the attitudes and opinions of others are being reported 
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ference in the amount of time working and nonworking mothers 
spend with their children is surprisingly small. Bane indicates 
that television has become a significant rearer of children. 

It appears that although marriage and the family have 
undergone change, they are in no danger of disappearing. Similar- 
ly, those who fear that child care will change the family and even- 
tually destroy it have unfounded fears. It is the authors' belief, as 
will be developed in this booklet, that providing supports to 
families, in particular child care, will strengthen, not weaken, the 
family. 

Child Care Needs of Today's Families 

Demographic studies indicate that the trend of mothers working 
outside the home will not only continue but will increase over the 
next decade. Caring for the children, therefore, will require 
assistance from outside the family. Rather than viewing child 
care as an intrusion into the family, child care can and must be 
viewed as a support for the family. Only by vast expansion of 
every type cf child care service will the needs of families be met 
and the care for America's children be secured. 

There are many alternative ways of taking care of children of 
working parents. Some businesses, for example, are turning to 
"flex time," which includes part-time work, different shifts, shar 
ing of one position by two employees, and other approaches, 
generally geared toward female employees. 

These innovative approaches are generally needed by families 
for the first few years of their child's life. It is urgent that more of 
these arrangements be available for parents who need to work for 
economic and career reasons. 

Child care arrangements and facilities that reflect the various 
cultural and ethnic groups also need to be available. Children fare 
best when tnere is little discrepancy between the child-rearing 
practices of the parents and the caregiver. Parents are also more 
comfortable in discussing their children and communicating with 
people whose approaches to caring for children are similar to 
their own. 

When parents need help in caring for their children because of 
work or for respite and they are unable to make satisfactory ar- 
rangements, great stress can result. Stress can cause problems 
in parent-child interactions, affect the parents' ability to work, 
and cause many health problems. Therefore, not only can ade- 
quate child care provide crisis intervention and treatment to 
alleviate the effects of child abuse, but it must be seen as a 
critical aspect of the prevention of abuse. 
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Case Study 

The following case study illustrates how parents and day care 
staff can work together to the benefit of ail concerned. 

Mr. and Aire. T. 

Tanya T. is an attractive? intense woman ih her iate 30'swhd is 
sure of her priorities but finds it difficult to balance the confiict 
between working and parenting. Her professional life has been 
one of fighting her pay up the executive ladder to a top ad; 
minlstrative Her work is stressful but has many financial and 
psychologic*! rewards. Tanya's husband, Tom, is a handsome 
sports enthusiast. They have two children, age 16 months and 3 
years. 

Their two girls are enrolled in an emptoye'-sponsored day care 
center where they spend 10 hours a Cay. Soon after the children 
entered the program, the director of ti e center notwf a problem. 
At times of great stress at their mother's workplace or when 
things were not going well at home, the girls would show signs of 
being overtired, Irritable, angry, and generally in need of a good 
deal of reassurance, extra cuddling, and individual attention. Our* 
ing tU se periods the children, who were ordinarily dressed in the 
latest toddler fashions, would be brought to the center in their 
night clothes, without breakfast and would heve great difficulty 
separating from their mother. The director also noted that a crisis 
would occur whenever either or both of the children became III. 
The parents were in confiict over who was to stay at home with 
the girls and who was to take them to the pediatrician/Tanya felt 
that she couldn't, and Tom either felt the same or felt humiliated 
because he was relegated to being a baby-sitter. This often 
resulted in giving the children some aspirin and taking them to 
the day care center with the hope that the symptoms would os* 
appear or not be noticed. 

Soon after the children were admitted to the program, a parent 
conference was held. The day care center staff felt a need to know 
what was going on at home in order to plan an appropriate pro- 
gram for the children. The director explained to Mr. and Mrs. T. 
that the center respected home routines and parental values and 
for this reason needed to know more about the family. 

Tanya and Tom were defensive at first and claimed nothing was 
wrong. They complained that the children were being spoiled in 
day care and needed more structure and discipline. They de- 
scribed how the girls had been wonderful, docile children before 
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entering day care and how irritating and demanding they had 
become. In discussing these changes, a disagreement in child- 
rearing approaches surfaced. From this meeting and subsequent 
ones, it emerged that Tanya and Tom loved their children and 
were exemplary parents in many ways. They were capable of be- 
ing sensitive to the developmental needs of their children and of 
providing a loving, secure setting for the girls. When times were 
stressful, however, and the requirements of the fob and the mar- 
riage were overwhelming, the needs of the children were 
neglected. 

From these conferences, a plan was developed that 
acknowledged the needs of both parents and the children. On par- 
ticularly difficult days, the children were to be brought to the 
center early, appropriately dressed. Their parents were to provide 
fresh fruit, and the center would provide cereal and milk for the 
children's breakfast. To increase their Interaction with the center, 
Tanya and Tom were Invited to have lunch at the center with their 
children. Arrangements were to be made at least an hour ahead of 
time in order to prepare the children and the staff for the visit. 
Telephone communication between the center staff and the 
parents was encouraged. On days when Tanya felt she Uad to 
meet with her colleagues for an after-work drink, the staff was to 
be notified so that the children would not be left waiting for her. 
Tom and Tanya were asked to take on some responsibilities in the 
center that matched their talents. Tom helped with some needed 
repairs, and Tanya helped to develop an Improved collection pro- 
cess. 

Soon after this mutually acceptable plan was put in operation, 
the center staff noted remarkable improvement in the children's 
behavior. Follow-up sessions with their parents also revealed 
favorable changes in parent-parent and parent-child interactions 
at home, due apparently to a healthy and helpful child care pro- 
gram. 
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Child care can be defined as the shared care of a child by a 
caregiver and a parent Inside or outside the child's own home for 
less thar< 24 hours a day. Views of child care have changed 
dramatically over the past decades. As families with both parents 
employed increase in all socioeconomic brackets, child care 
'3sues have changed from an emphasis on welfare and helping 
the needy to the provision of affordable, quality care for children. 

History of Child Care in the United States 

In the not so distant past, child care was a response to a societal 
crisis. For example, during the Civil War more men were killed 
than in any other war in which the United States has been In- 
volved, resulting in many fatherless families. Rather than placing 
children in orphanages or institutions for the insane or shipping 
them off to farms, the "day nursery" was developed so that 
mothers couid work and still keep custody of their children. 

In the early 1900s, day nurseries were provided for the "deserv- 
ing poor" by charitable organizations. The "ladies bountiful" ar- 
ranged day care for children of immigrants and the needy as a 
method of acculturating the children into the American way of 
life. These nurseries put a good deal of emphasis on cleanliness, 
godliness, and hard work. 

With the advent of the depression of the 1930s, day care 
mushroomed in response to unemployment. Teachers, social 
workers, nurses, and nutritionists were put to work In WPA (Works 
Progress Administration) nursery schools throughout the country. 
This was followed by Lanham Act Day Care Centers, established 
during World War ii to encourage women to work in defense* 
related industry. Although Congressman Lanham anticipated that 
the federally funded centers that bore his name would cease to be 
needed at the end of the war, in fact many women did not return to 
the home but became a permanent part of the labor force. Despite 
this fact, ail federal funds for the centers were withdrawn, and in 
only a few areas were the child care programs supported by state 
and private funds. 

Types of Child Care 

According to some recent estimates, in the United States there 
are 6/ million children under six years of age whose mothers 
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work outside the home. This number is expected to increase to 
10.4 million by 1990. In addition, there are at least 14 million 
school-aged children whose mothers work outside the home, and 
half of these children need care before and after school. Despite 
this increased demand for child care, there are fewer licensed day 
care openings now than were available in 1945. j 

In the recent past, the idealized concept of the American family 
included an at-home mother caring for her children. Day care was 
considered to be a temporary remedy until the mother could 
return to the home and assume her "rightful" role of caregiver and 
nuriurer. 

Although this attitude still exists, economic necessity and the 
feminist movement have made more people aware of the right of 
women to choose their career and to decide whether to work in- 
side or outside the home. 

In-Home Care. Say "child care" and most people picture a building 
with a sign that says "The ABC Child Care Program" n "The Jack 
and Jill Nursery School." Yet, among the various types of child 
care available, such centers provide the fewest openings for the 
millions of children needing care. 

There are basically two categories o, care for children: inside 
the child's home and outside the home. According to U.S. Depart- 
ment of Labor statistics on children five years old and younger, 
31.6 per cent were cared for in their own home either by relatives 
(21.9 per cent) or nonrelated babysitters (87 per cent). The 
children who were cared for outside their home were enrolled 
either in family day care homes (38.2 per cent) or child care 
centers (20.2 per cent). The remaining 10 per cent were cared for 
by the mother at the workplace or in other arrangements not 
specified. 

Little is known about care within the child's own home, 
because investigation into private homes is obviously limited to 
preserve the family's privacy. There are both advantages and 
disadvantages to in-horcs care, the most frequently used arrange- 
ment. It is probably the easiest, least expensive, and most flexible 
arrangement. Children need not be transported to another place, 
the surroundings are secure and familiar, siblings can stay 
together, and parents can maintain some control over activities, 
values, child-rearing patterns, foods, and schedules. There is no 
problem when children become ill. On the other hand, this is the 
least stable form of care, especially if the caregiver is unrelated to 
the family. In-home baby-sitters are usually not trained and have 
little or no access to training opportunities and support services, 
and they change jobs frequently because of low pay. 
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Out-off-Home Care. The least understood form of child care is call- 
ed family day care. More than 35 percent of all children in out-of- 
home care are in family day care, in which the provider Is a 
neighbor, a relative, or a friend who cares for children in her own 
home for fewer than 24 hours per day. Family day care is an infor- 
mal neighborhood system that provides support for increasing 
numbers of parents and children. 

The number of children in a family day care home may vary 
depending on local restrictions, licensing laws, the space in the 
home, and the ages of children cared for. There are generally two 
types of homes: the small home operated alone by the provider 
who cares for fewer than 6 children; and the large group home, 
where the provider cares for 6 to 12 children with the assistance 
of another adult. 

A few subsidized family day care networks have been 
developed recently that include both large and small homes. 
These systems provide assistance to the providers and parents in 
terms of training, paperwork, support services, and ongoing 
supervision. 

There are many advantages to family day care. It is usually 
located near the consumer family, and the user and provider may 
share values and child-rearing practices. The hours may be more 
flexible than a center's. Because small groups of children are in- 
volved, the setting is usually intimate and paced. Cross-age 
grouping permits siblings to be together. Family care is often less 
expensive than center care, although this is changing. Unlike 
other forms of day care, family care will accept infants, non-toilet- 
trained toddlers, and mildly ill children. 

The disadvantages to family day care include the lack of stabili- 
ty among providers, the dependence on one person to meet the 
needs of a number of children, and the lack of a back-up when the 
provider is ill or on vacation. 

Another consideration is that family day care is by and large 
unregulated. Usually the only time family day care comes under 
scrutiny is after a report of child abuse or neglect. Licensing of 
family day care homes is very difficult and expensive, so in effect 
parents are the primary licensers of this type of day care. 

Day Care Centers. Day care centers come in many forms, shapes, 
and sizes. They may be sponsored by a community group, school 
district, church, or temple. They may be privately owned and 
operated for profit; they may be part of a national corporation; 
they may be run by unions for their members; they may be con- 
nected with a university, college, or hospital; or they may be 
operated by industries for their employees. A center may care for 
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anywhere from 15 to 300 children. The physical facility may be 
anything from a storefront to a laboratory school built especially 
for children. A program may be totally or partially subsidized by 
the government, charity, or business, or it may be totally self- 
sufficient and dependent on parent fees. According to Allison 
Clarke-Stewart, professor of social ecology at the University of 
California at Irvine, children "are usually divided into classes ac- 
cording to their age. Theayerage class size is ten for Infants and 
toddlers, seventeen for three-year-olds, nineteen for four-year- 
olds, and twenty for five-year-olds. Most children in day care 
centers are three- or four-year-olds. Teachers in the centers tend 
to be young and of the same race as the children."*' 

Day care centers are attractive to parents because they often 
offer more structured programs that parents believe are educa- 
tional. Centers are also more likely to be licensed and monitored 
for health and safety requirements. In addition, stability Is not a 
problem. Although the staff may change frequently (usually due 
to low pay), the center remains. If one staff member becomes ill, 
there is another to care for thechildren. Hours, tuition, and rules 
are predictable. This is an advantage to some parents, while other 
parents need more flexibility in order to meet the needs of their 
situations. Centers will not accept sick children, but preventative 
health care and nutrition may be provided. There is always more 
than one aduit at a center, giving parents and children oppor- 
tunities for varied contact. 



Finding Child Care Services 

Finding an adequate, stable child care arrangement can be one of 
the most stressful situations a parent faces, but the benefits can 
be enormous. Making a good match in child care between a 
caregiver and a family can dramaticaliy improve the parents' 
chances of being effective workers, parents, lovers, and friends 
and thus minimize opportunities for abuse and neglect. 

The particular type of child care preferred depends on the age 
of the children, past experience of the parents, location, financial 
considerations, expectations, and ethnicity. In Richard Ruopp's 
National Day Care Study, published by the U.S. Department of 
Health and Human Services in 1979, respondents preferred care 
in the child's own home for children under one year of age, family 
day care for children from one to three years of age, and a more 
structured arrangement such as center care for children three and 
older. Ethn'c differences surfaced in this study, with the black 
families interviewed showing a strong preference for center care. 
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Studies have found that parents want child care that is (1) affor- 
dable, (2) located near their home, (3) available at convenient 
hours, and (4) the "right kind with respect to sponsorship, 
facilities, program, and personnel." 

Unfortunately, even when child care that suits a parent's 
preferences is available, parents often have difficulty finding it. 
Some find child care through newspaper ads or the yellow pages 
of the phone book. Another source is signs posted in laundromats 
or local stores, but most arrangements are made by word of 
mouth. Pediatricians are among those most depended upon to 
help make good child care arrangements, but they may know little 
more than the parent in terms of what is beyond the immediate 
neighborhood. The distraught parent may take the first arrange- 
ment that turns up, while there may be a more suitable arrange- 
ment one block away. Sometimes parents simply don't have or 
don't take the time to find the best place for their child. More 
often, however, parents haven't the slightest notion of how to find 
that place. 

In the past 10 years, information and referral programs have 
sprung up to fulfill this great need of bringing caregivers, centers, 
and parents together. These programs survey ths neighborhoods 
they serve and locate available child care places. When parents 
contact the information and referral agencies, three or four 
names of possible spaces are given, based on the family's needs. 
Obviously, such systems can be only as good as the child care 
available in the areas they serve; even the best referral system 
can't be of much help in locations where there are few or no open- 
ings for children. 

Quality Child Care 

Quality child care is of course what every parent and professional 
wants, but its definition varies, depending on one's philosophy of 
child rearing. Obviously any definition of quality includes a 
healthy and safe environment; adequate ar.H age-appropriate 
toys, equipment, and programming; and adults who are interested 
in their work. Ruopp's National Day Care Study reported that 
quality in preschool center programs had a good deal to do with 
the compositio,: of the day care classroom, including the ratio of 
caregivers to children. "Smaller groups of children and, to a lesser 
extent, higher caregiver/child ratios (fewer children per caregiver) 
are associated with more desirable behavior and higher test score 
gains. Moreover, aspects of caregiver qualifications, especially 
education/training relevant to young children, are associated with 
positive classroom behaviors and superior test score gains." 
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Ail studies indicate that the key to quality lies in the match be- 
tween the caregiver, the child, and the family. All the most 
wonderful equipment, nutritious meals, and stimulating program? 
will not provide a quality child care arrangement if the fam"/s 
values conflict with those of the caregiver. So the Issue of quality 
often hinges on how discipline and punishment are handled, how 
separation is worked through, how routines such as toilet train- 
ing, weaning, feeding, and napping are viewed. Many children 
spend most of their waking hours in child care arrangements, and 
no matter how attractive the program looks, there must not be too 
much discontinuity between the caregiver and the parents. 

This raises the issue of how child care providers can deal with 
an abusive or neglecting family. In these situations the staff can 
serve the child and family by providing the best possible care for 
the child while respecting individual differences and values. For 
example, if a parent offers permission to the caregiver to spank 
the child, the caregiver can discuss alternative methods of 
discipline, explaining that spanking is against the rules and not 
the most effective way of achieving the kind of behavior desired 
by both parents and caregiver. 

Attachment 

Many people, including some well-known experts, have reserva- 
tions about day care for very young children. They worry that 
separating the baby from his or her parents at a time when infant 
bonding and attachment should be developing will prevent or 
delay the attachment process. Recent research, however, in- 
dicates that healthy parent-child attachment can occur when 
even very young children are placed in an appropriate day care 
setting, other studies have explored the possibility that close 
relationships with caregivers might alienate infants and children 
from their parents. These studies demonstrate clearly that 
children prefer their parents over their day caregivers, when they 
are offered a choice in a stressful situation. Providing a warm, lov- 
ing caregiver for an abused child actually often results in an im- 
proved parent-child relationship. Child care can provide essential 
respite for parents. 

Latchkey Children 

Another important aspect of the child care issue is the problem of 
latchkey children, children who take care of themselves for vary- 
ing portions of the day or night. The sheer numbers of unattended 
children involved would make this an important issue under any 
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circumstances, but it is made all the more important by the fact 
that so many communities are not safe places for children. Drugs, 
violence, thefts, and emotionally disturbed adults are all too 
much a part of the current scene in many communities. A recent 
study by Thomas Long, Ed.D., in the School of Education at 
Catholic University in Washington, D.C., has documented the 
wide extent of the situation and the significant effects on the 
latchkey children. Most of the effects are negative, such as 
boredom, loneliness, and fear, but latchkey children also derive 
benefits from their situation in terms of increased self-reliance, 
responsibility, and pride. Survival courses and kits for children 
and parents are being developed by community groups such as 
the Boy Scouts, the Girl Scouts, the Camp Fire Girls, YMCAs, and 
4 H Clubs. The Kansas Chapter of the National Committee for 
Prevention of Child Abuse has developed a program called "I'm in 
Charge." Part of the program is a film entitled Lord of the Locks, 
which dramatizes important lessons for latchkey children.* 

After-school programs are being developed in a number of com- 
munities across the country. One recommendation has been to 
have the public library, the recreation department, and the public 
school in a community team up to plan and implement an imag- 
inative program. Parents in many communities across the United 
States have developed informal arrangements in their own 
neighborhoods to meet the after-school care-giving problem. 
Parents take turns caring for all the children on the block, or one 
parent or more agrees to fill this role for ail the families in a 
neighborhood, either on a volunteer basis or for a fee. Many other 
imaginative after-school programs r ,ve been developed by 
groups of parents. 

Baby-sitting 

Babysitter is defined in Funk and Wagnall's Dictionary as "a per* 
son employed to take care of young children while the parents are 
absent." With the decline of the extended family, the practice of 
employing baby-sitters has become widespread, in the past the 
role of baby-sitter was filled by grandparents and others living in 
the home. Today this situation seldom exists, so the parents 
often turn to people outside the family. 

Older children are also often used as sitters for their younger 
siblings. In some cultures a large measure of the responsibility 
for child care is taken over by the older children in the family. In 



* Further information about the program can tw obtained from the Kansas Ch»p'*r of NCPCA at 
435 S Kansas. 2nd Floor. Topeka. KS 66603. (913) 354*7738 
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the United States there are undoubtedly many 12- and 13-year- 
olds who are capable of baby-sitting. In general, however, school- 
aged children do not have the knowledge or mature adjustment to % 
be given the full responsibility for child care. Also, shouldering 
this burden In some cases robs children of Important childhood 
experiences. 

The danger of using untrained and Inappropriate baby-sitters 
because of the potential for accidents and child abuse has been 
recognized only recently. Many pediatricians and other health 
professionals working with families place this issue high on their 
list of subjects to be discussed with parents. In some com- 
munities the Red Cross, the schools, and youth-serving agencies 
such as the Girl Scouts, the Boy Scouts, and the Camp Fire Girfs 
have organized classes to improve the quality of baby-sitting 
among teenagers. 

Parents should exercise care in choosing baby-sitters. Once 
selected, the sitter should be given instructions regarding ac- 
tivities with the child and disciplining the child. The sitter's 
behavior should also be clearly circumscribed. Drinking, smoking, 
using drugs, using the telephone to talk to friends, entertaining, 
and other potentially dangerous activities should be forbidden. It 
is also important for the sitter to have in writing the telephone 
number where the parents or some other responsible adult can be 
reached as well as emergency numbers for the police, 
paramedics, and fin) department. 

It would be wonderful if all parents knew where to obtain baby- 
sitting services. This would minimize the possibility that children 
would be left alone or left in the care of inappropriate or incompe- 
tent adults or children. Every community and neighborhood 
should have a pool of reliable, experienced baby-sitters. Alter- 
natively, friends or neighbors could band together to exchange 
baby-sitting services. Helping to develop such an arrangement or 
pool or hot line could be an exciting and worthwhile project for a 
group of community volunteers. 

Handicapped Children 3 

There are many working families that require before and after 
school care, night care, weekend care, and respite care. Similarly, 
there are families that require care for children who have needs 
different from the needs of their contemporaries. Day care should 
be structured to meet the needs of all families, including those 
with children who have special needs. These children are at 
higher risk for abuse, and child care can be important to the 
prevention of such abuse. An example of a program that meets 
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the needs of such parents is Project ABC (Any Baby Can), which 
links children with special needs to appropriate services at the 
earliest age possible.* 

Services for children with developmental and physical han- 
dicaps are rapidly changing as educational, health, therapeutic, 
and social agencies adopt programs to meet the mandates of 
Public Law 94-142 (Education for All Handicapped Children Act) 
and other federal and state laws. These laws promote the inclu- 
sion of all children in programs that meet their developmental' 
needs regardless of their handicaps or medical records. 

Parents can be helped greatly to accept their child's disability 
in a supportive setting where concerns and common problems 
can be shared among parents during visits, conferences, and 
parent get-togethers. No one can argue against the positive ef- 
fects of providing a warm, loving, communicating environment for 
children experiencing mental, sensory, motor, or emotional han- 
dicaps or children with health impairments. Oay care can provide 
for the majority of needs for the handicapped child under 24 
months of age, although some children, such as the deaf child, 
may require special activities to meet specific needs, and ap- 
propriate consultation should be sought. 

As the handicapped child grows older, specific interventions 
beyond the capability of conventional child care programs mpy be 
required. The child care staff, working with appropriate con- 
sultants, can devise mechanisms to ensure that all children are 
appropriately assessed to detect delays in communication and in 
social, motor, and affective skills. If atypical patterns are 
detected or suspected, consultation should be sought with health 
and educational professionals skilled not only in diagnosis but 
also in assessing functional abilities and developing appropriate 
intervention plans and services. 

As the child increases in age, the specialized needs of the child 
often become more pronounced. Day care programs must 
establish a policy in consultation with parents and health and 
educational personnel regarding the program's ability to meet in* 
dividual needs. For school-age children the educational and 
theiapeutic needs of the child most frequently are met by the 
public schools, and the child care center provides the before and 
after school supervision required by working parents. Most 
schools are implementing mainstreaming programs, and 
mainstreamed handicapped children may function very well in 
day care programs along with nonhandicapped children. 



* Further information about Project ABC can be obtained from the San Antonio Chap.er of 
NCPCA, 1011 W Woodlawn, San Antonio. TX 78201. (512) 732 1051 
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The majority of children with mild handicaps are not identified 
by age 24 or 36 months. These Include children with mild mental 
retardation, mildto-moderate speech and language disorders, 
and learning disabilities. These children are best served in set- 
tings that enhance their total development; day care programs of 
high quality provide such settings. Severely handicapped 
children, on the other hand, may require more specialized day 
care that can be provided only by a trained family day care pro- 
vider or in a special day care center. 

An often neglected aspect of day care is respite care— the ser- 
vice provided a family on a short-term basis to allow a parent a 
few hours of relief from the care of a severely handicapped child. 
A very young child generally poses few problems during such 
respite care periods, but the older, ambulatory child may need 
more specialized care and supervision. Each program must 
carefully evaluate its ability to provide high quality care for these 
children with special needs. 

It is universally recognized that handicapped children of all 
ages are at greater risk for abuse. Caring for a child with special 
needs creates great stress in families, and child care, both respite 
and ongoing, has been shown to be one of the best approaches to 
preventing such child abuse and neglect. 

Crisis Child Care 

Another form of child care is the crisis nursery or the crisis child 
care center. These are centers to which parents who feel over- 
whelming emotional stress or pressure can bring their children 
until they are able to cope. This gives parents the opportunity to 
express their anger and frustration appropriately and to pull 
themselves together rather than exploding and taking their feel- 
ii.gs out on their children. 

The first crisis center was established in Denver, Colorado, in 
1973 as part of an overall child abuse prevention package. The 
center has remained an integral part of this pioneer program. 
Since 1973 many crisis centers have sprung up across the coun- 
try, such as the El Paso Crisis Nursery in Texas. Some centers 
provide minimal services, their main purpose being to provide 
time away from their children for harried parents. Others provide- 
broader services for both parent and child. All can be truly effec- 
tive only if they are open around the clock and if they establish ap- 
propriate ties with other community services. For these reasons, 
an established child care facility, especially one associated with 
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a 24-hour institution such as a medical center, might have the 
best potential for developing a crisis child care center. 

Therapeutic Child Care 

Group care of children can be organized to provide a therapeutic 
milieu for- children. This kind of undertaking requires that the 
caregivers either be skilled mental health professionals, or work 
under the direct supervision of such professionals. In the past, 
this kind of therapy was usually reserved for emotionally dis- 
turbed children. In recent years, however, centers working with 
abused and neglected youngsters have used this approach with 
some success. The results seem to be dependent on the goals of 
the program, the kind and degree of inflicted trauma, the 
pathology in the family, the skill of the therapists, and many other 
factors. The goals of most programs include relieving anxiety and 
fear and instilling heightened self-esteem and improved self- 
image in the youngsters. The children are encouraged to express 
and share feelings, to learn appropriate coping skills, and to learn 
to avoid rather than invite abuse by adults. As prevention of fur- 
ther abuse is a major goal, concurrent parental counseling and 
appropriate parental involvement in the program are usually in- 
cluded in the therapeutic package. Therapeutic group ex- 
periences appear to be especially effective with children who 
have been sexually abused. 

The Financial Dilemma of Child Care 

According to the Canadian Council on Children and Youth, 'The 
customary conditions for a stable family and community environ- 
ment no longer exist for increasing numbers of young families. If 
we accept that successful child rearing is crucial to the establish- 
ment of a stable society, we must be prepared to supplement the 
efforts of individual families in carrying out this responsibility. 

"To this end, we must reject the concept of day care as a baby- 
sitting service for working mothers or, worse, as a remedial ser- 
vice for inadequate parents. Day care services must be perceived 
as supports and enrichments to family life in general which offer 
the young child essential opportunities for socialization." 4 

A good child care center will use from 80 per cent to 90 percent 
of its budget on salaries for the caregivers. This is to ensure that 
there are enough adults to attend to the individual needs of 
children. In most cases, unfortunately, these ,.>achers and aides 
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receive low wages, Yet, if child ca. 9 salaries were to be increased, 
most working class families, unable to qualify for state support! 
could not afford child care. 

Those families that are unable to purchase or find good child 
care may, in the long run, cost society much more than it would 
have cost to provide good child care, It is cheaper to put 
resources into early preventative programs (in this case child 
care) than to spend dollars later for remediation and intervention. 
A recent longitudinal study has demonstrated this, The Perry 
Preschool Project demonstrated that for every $1,000 invested in 
the preschool (child care) program, at least $4,130 (after inflation) 
will be returned to society in the form of reduced costs for educa- 
tion and legal processing for delinquent behavior and increased 
life-time earnings for participants.* 

Chiid care programs face a mighty dilemma, summarized in the 
following statements: 

• Children must have good child care in order to learn and grow 
and minimize the need for later, costly intervention; 

• In order to provide good child care there must be enough caring 
adults *<ho receive adequate salaries; and 

• In oruer for wooing parents to pay the full cost of care, child 
care must be affordable. 

To resolve this dilemma, a national child care policy must be 
develop3d that will address this crucial issue. 

Case Study 

The following case study demonstrates the mutual benefits to 
society and the family of appropriate child care. 



Mabel B. is a single parent who came from a very disturbed family 
background. Her father was an alcoholic who became violent 
when under the Influence and could never hold a fob. Her mother, 
after being battered by her husband, would often take out her rage 
and frustration on her children. Mabel was a frequent target and 
remembers wearing long-sleeved shirts and Jeans to school to 
hide the bruises. 

Mabel married a man very similar to her father. After five stormy 
years, she divorced him and went on welfare to support her three 
children. She describes a feeling of numbness as she staggered 
through the next few years. Finally, with boys then six and eight In 
school and her three-year-old daughter toilet trained and ready for 



Mabel a 
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preschool, she decided to enroll in an LVN (licensed vocational 
nurse) training program. Her plan was to put her daughter, Susan, 
in a day care center and her sons In an after-school program, but 
she could not find any affordable child care services in her 
neighborhood. Reluctantly, she asked her mother to help out. The 
children's grandmother agreed to baby-sit all the children while 
Mabel was in school. 

A few months later Susan was admitted to Children's Hospital 
with second-degree burns on her buttocks. The medical staff 
sucpected that the burns were nonaccidental and reported this to 
the hospital social worker and child abuse team who, in turn, 
reported to child protective services. When Mabel and her mother 
gave a series of conflicting, changing, and impossible explana- 
tions for the burns, the child abuse unit of the local police was 
called. Mabel then gave the officer and the protective services 
worker a more plausible explanation. Mabel stated that her 
mother had been playing "chicken" with the youngster. She would 
hold her over a pot of boiling water on the stove, telling the child 
that chickens get cooked. The Juvenile court ruled that the grand- 
mother's actions were "child endangering," and Mabel was pro- 
hibited from leaving the children with her. This came at a time 
when Mabel was dose to completing her training and reaching 
her goal of independence. An adequate child care plan was essen- 
tial for her. 

At this point the protective services worker stepped in. She 
knew that abused and neglected children had first priority for ser- 
vice in subsidized child care. She called an appropriate child care 
center and made the referral. Despite the center's long waiting 
list, places were found for Mabel's youngsters. Mabel was able to 
complete her training and subsequently found a position as an 
LVN at a local hospital. She is off welfare, and Susan and her 
brothers are thriving in a safe, nurturing, developmentally ap- 
propriate environment. 
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What is the relationship between child care and child abuse 
prevention? The role of child care in child abuse prevention is to 
support the parents in doing a quality job of parenting. The quality 
of parenting Is determined partiy by how well prepared parents 
are for their role, partly by how parents themselves were parented 
and partly by current family interactions. Mothers and fathers 
who feel good about their own childhood, have a positive model to 
work from, and have a healthy self-image are likely to do Wfcll. This 
is especially true if they feel supported and appreciated within 
their family group and community. Without jobs, decent income, 
housing, health care, and other support systems, even' the best 
prepared, best oriented fathers and mothers may find their task 
intolerable, and some form of child abuse may result. 

All families require some form of ancillary child care services at 
some time, and many families need child care services on an 
ongoing basis. In today's world more affluent families use 
housekeepers, baby-sitters, nursery schools, after-school pro- 
grams, and activities such as music lessons, dancing, and camps 
as support services. The less affluent and the poor use relatives, 
neighbors, siblings, and, when available, community services 

All children, at some times in their lives, can benefit from 
children- and youth-oriented services that go beyond the care pro- 
vided by even the best of parents in the best of circumstances 
The development and stimulation offered by appropriate out-of- 
home child care experiences as well as the opportunities to in- 
teract with other children and adults can be very valuable. 

Mothers and fathers need assurance that their children are 
safe and well cared for while the parents are at work or away from 
home. This assurance Is important to relieve parental worry, guilt, 
and feelings of loss when separated from the children. For many 
parents, knowing that the children are in good hands enables 
them to pursue their job or career and outside interests, resulting 
in an improvement in mental health and a lowering of family 
stress. Without such time away from child care responsibilities, 
many parents become tense, anxious, and depressed. In this 
state of mind they are less able to cope with the stresses of child 
rearing. This may result in a lowering of self-control, which places 
the children at risk for abuse. This is especially true for parents 
who were abused as children. 
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Abusive parents and families are often very isolated. They often 
have no relationships with anyone in their community, even their 
next-door neighbors. Appropriate child care services can provide 
relief from this isolation. Involvement with their children's other 
caregivers may provide some parents with their only adult rc 
tionships other than those at work. Even brief contacts with a 
child care center director, teacher, or a family day care mother 
can be very supportive and provide some relief from isolation. 

Adequately trained caregivers can also serve as teachers and 
role models for parents. They can help fathers and mothers to 
understand and accept normal child behavior. They can also help 
parents learn reasonable ways of coping with the stresses of 
child rearing. In many cases child abuse occurs because parents 
have unrealistic expectations of their children's capabilities. 
Caregivers can serve as role models for mothers and fathers who 
have experienced poor or inadequate parenting and therefore 
have no good role models, and this can be done without weaken- 
ing parental authority or undermining parental ability to teach 
and mode! desirable cultural and family values. 

Appropriate child care services can also improve the quality of 
life for children who, while not actually abused, live in a less than 
desirable family situation. This includes children who are well 
taken care of physically but who need to build self-esteem 
through positive contacts with peers and adults rather than de- 
meaning, negative ones. The care, nurturing, and support of a 
warm, sensitive caregiver can be a new and constructive ex- 
perience for these children and can serve as a model for their 
parents. 

The child who is "different" in terms of development or behavior 
and the child who, for a variety of reasons, becomes the 
scapegoat in the family are both at high risk for abuse. Optimal 
child care outside the family setting gives these children an op- 
portunity to enjoy an accepting, warm, nurturing environment, 
which they may not be experiencing at home. In addition, suppor- 
tive child care services can give parents an opportunity to step 
back and examine their feelings and actions toward their 
"special" child. In an appropriate child care setting, such children 
also learn social and coping skills that will improve the situation 
at home. The abused child whose behavior tends to invite more 
abuse may learn from peers and caregivers how to change that 
behavior. Children can learn the negative consequences of thoir 
behavior and the rewards of m /e acceptable behavior. It is impor- 
tant for the child's parents to be involved In the therapeutic pro- 
cess. This can be achieved if there is a comfortable relationship 
between parent and caregiver. 
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Quality child care services, planned and implemented by car- 
ing, skilled, knowledgeable adults, can also provide the mears to 
identify children and families at risk before physical and sexual 
abuse occurs. Caregivers can learn to recognize the signs of fami- 
ly dysfunction that can lead to physical and sexual abuse and can 
help children learn how to protect themselves. This early iden- 
tification of a problem provides the opportunity to guide these 
families to appropriate community resources. 

Conversely, parents should be on the lookout for signs of 
dysfunction in the child care setting, although most child abuse, 
including sexual abuse, does not occur in child care settings but 
rather in the home. Parents can protect their children from abuse 
in child care by maintaining communication with the caregivers, 
talking with other parents using the same facility, being 
suspicious of any limitation on parental visiting or being pro- 
hibited from seeir..„ any room or area inside or outside the facility; 
and above all, by talking and listening to their children and noting 
any changes in their behavior. Direct parental involvement in a 
child care program is another safeguard. (See Appendix D for a 
list of safeguards.) 

A number of programs have been developed to help caregivers, 
parents, teachers, and children cope with sexual misuse. The 
Bubbylonian Encounter, for example, is a child sexual abuse 
prevention play for school-aged children developed by the Kansas 
Chapter of the National Committee for Prevention of Child Abuse 
in conjunction with the Tneatre for Young America and the 
Johnson County Mental Health Center. The production uses 
humor, drama, and audience participation to illi .rate both 
positive and negative touching. Through the play's leading 
character, children learn what steps to take if forced touching 
should occur. Each performance also provides an opportunity for 
consultations between parents and professionals. Many educa- 
tional models have been developed for children, parents, and day 
care providers (see Appendix A for one such model). 

The children of parents who are physically, emotionally, or 
mentally handicapped are often at risk for emotional, if not 
physical, abuse. These families need help, including quality child 
care services that provide nurturing and growth-stimulating ex- 
periences for the children and supportive services for their 
parents. 

When newborns leave the hospital for home, they disappear 
from community view until they enter school. This is a gap of 
about five years, and during this time families have no com- 
pulsory ties to the community, nor are they given support or 
guidance. Quality child care services, integrated into the 
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neighborhood, could fill the gap. Such an arrangement wouid of- 
fer care to all children and their families. This would allow screen- 
ing for difficulties such as abusive situations while promoting 
healthy child and family development. 
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The following are questions parents frequently ask about child 
care. 1 

I feel so guilty about having someone else care for my child. Won't 
this separation Interfere with my child's development and our 
relationship? 

Available evidence indicates that the opposite is true. There are 
many books, papers, and m — tals that support the idea that 
quality day care services usu, nhance child maturation and 
development and may improve > . parent-child relationship. " 

Is day care harmful to the physical health of my child? 

Children in high quality day care compare very favorably with 
children reared in their own home In terms of physical health. The 
advantage of early detection and treatment of illness appears to 
far outweigh the slightly increased po ;sibility of picking up mild 
infections such as colds and diarrhea. Also, a carefully planned 
nutrition program can not only improve the health of the child but 
also provide nutrition education for both the child and the family. 

Is day care harmful to the mental and social development of my 



Available evidence appears to indicate that children in child care 
compare very favorably developmental^ with children who re- 
main at home with their parents. The benefits of developing 
cognitive, affective, and social skills through interaction with 
other children and nonfamlly adults in a safe, structured setting 
supervised by a caring, knowledgeable adult are far greater than 
the possibility that the child will miss some of the warmth and 
depth of the parent-child relationship. 

Will my child love and respect the caregiver more than me? 

There is abundant evidence that children in day care still look to 
their parents when there are decisions to be made and prefer their 
parents in times of stress. It is not the amount of time parent and 
child are together that establishes appropriate bonding and at- 
tachment but raiiter the quality, security, and predictability of 
that interaction. 



child? 



27 




178 

National Committee for Prevention of Child Abuse 



Will a child who attends a day car* center or nursery school be 
bored when he or she goes to school? 

All the evidence appears to show that this is not true. The gains 
children make In emotional, social, and cognitive well-being In * 
quality developmental day care appear to improve their motiva- *v 
tion for learning and hence their school performance. # 

Will the day care center or other caregiver handle my child dif- 
ferently than I do and make it difficult for me to rear my child the 
way I want to? In short, will my child be brainwashed and % 
alienated from the family? j 

Tho best way to avoid this problem is fo; parents to be involved 

with their child's care and to communicate with the caregiver. If , 

the differences are too great, a change of setting is advisable. ^ 

■ i 



i 



28 

ERIC 182 .1 



179 

What to Do and How to Do It 

Starting a Child Care Service 

One of the advantages day care services provide for parents and 
children is the opportunity for them to interact with the communi- 
ty in which they live and an opportunity for the community to play 
a role in determining the quality of Its citizens and Its families In 
the next generation. In addition, the Individual who chooses to 
become Involved with starting a child care service has the oppor- 
tunity to seek and ffnd creative solutions for tho benefit of 
children and to be Involved with both families and the communltv 
as they evolve. 

The person considering starting a child care service should 
have at least an elementary knowledge of the Issues involved In 
child abuse prevention and optimal child care services Having 
satisfied this prerequisite, the following actions should be taken- 

• Survey the community for areas of greatest need. What are the 
gaps In service for children and families? Which children are 
most In need of child care? Which families are most In need of 
support services? What kind of child care services would relieve 
family stress for these families and meet the developmental 
needs of the children served? 

• Survey the community for existing services, asking also about 
programs that started but failed. Which agencies, Individuals 
and programs could be helpful if a new child care service were 
to be established? Does the community have a Junior League 
Council of Jewish Women, or chapters of other national groups 
that have shown Interest In child abuse or child care? 

• Look for and offer to work with any groups or committees that 
are attempting to coordinate services In that community, such 
as the United Way. How might a new service work Into any ex- 
isting network of social services? Is there an available informa- 
tlon and referral service? Can a new service develop linkages 
with other family and children's services in the community such 
asocial services, health services, chi.d care services, business 
and industry, and legal and governmental services? 

• Determine if a physical facility Is available that will meet the 
needs of the children and also the local health and fire regula- 
tions and the state and local licensing codes. Could Insurance 
be obtained for a child care service? 

• Develop a board of directors or group of supportive individuals 
to work with and to enhance explorative and planning 
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strategies. If possible, this group should include people from 
different disciplines and different segments of the business and 
professional community. A group of five or six would be ade- 
quate in the early planning stages. Consult with professionals 
in the field and obtain appropriate literature regarding staffing a 
ch ild care service. What child*to*st^ff ratio is appropriate for dif- 
ferent ages of children? What level of training and experience is 
optimal for the kind of program being developed? .What 
organizational structure will best accomplish the goals of this 
particular child care service? 

• Explore funding possibilities, including available anc( potential 
sources of income. What would be an appropriate fee schedule? 
What private or governmental funding is available or potentially 
available? Could ties with existing agencies or groups be 
helpful? 

• Think through the possibilities for evaluating the program. If the 
reduction of child abuse is a goal, what criterion could be used 
to judge success or failure? Which community agencies could 
contribute to the evaluation by providing data on the families 
served? If the development of coping skills in the children is a 
goal, what measures have other child care services, such as 
Head Start, used to evaluate their programs? 

• Choose a competent child care profession?.! to direct the pro- 
gram. It might be appropriate to choose this person early in the 
exploration process to share the burden with the program 
originator and the group of advisors. It is important to find a pro- 
fessional with whom the program originator can work comfor- 
tably on a day-to-day basis, even though they might not agree on 
every detail. 

After examining the issues listed above, it may be determined 
that the establishment of a child care service is not possible or 
appropriate in this community at this time. If this is the case, an 
advocacy approach might be considered, if conditions in the com- 
munity warrant it. 

Child Advocacy 

Children are powerless; they have no money and no vote. They are 
dependent on adults to meet their physical, psychological, and 
developmental reeds. Governmental policies, however, place 
children on the lowest level of priority. During periods of lessened 
governmental resources, the greatest cuts in service are directed 
at programs that support families and children. Because children 
are the first to be hurt, children must have advocates. 
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A major role of child advocacy is to be involved in the 
legislative process. When bills are pending that would either 
benefit or harm children, support or opposition should be ex- 
pressed to local and national legislators. Personal letters, letters 
from friends, and letters from members of organizations or 
churches are of key importance. Legislators respond to their con- 
stituents, and if enough voices are raised in favor of child protec- 
tion, they will vote accordingly. 

After pending legislation has been studied, the advocacy effort 
can be broadened by writing letters to the editors of local 
newspapers, giving talks to organizations that need and want 
more information, and organizing small groups of neighbors and 
friends who are interested in what is going on. It is important to 
use existing resources as much as possible. Determine which 
agencies, groups, or committees already active in the advocacy 
field would welcome support and active participation. Which 
others would supply advice and guidance? Appendix C lists 
organizations that could prove helpful. 

Much child advocacy can be accomplished through an 
organization or church group that wants to become more involved 
with child care and child abuse prevention activities. A committee 
or a group within the organization could be instituted to increase 
expertise and activities in behalf of children. A number of child 
abuse prevention activities relating to child care could be ex- 
plored by such a group, including a day care program or nursery 
school, an after-school or latchkey children's program, a day care 
information and referral service, a baby-sitting service, or a sex- 
ual abuse prevention program. 

Volunteers 

No discussion of child care would be complete without mention- 
ing the role of volunteers. Because of the efforts of volunteers 
throughout the world many children are spared from exploitation, 
inequity, and injustice. In the fields of child abuse treatment and 
prevention and child care, there are many examples of out- 
standing contributions by individual volunteers and volunteer 
organizations. 
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Summary and Conclusions 



Opponents of the expansion of day care and child care services 
argue that the American family is already being threatened by too 
much outside interference. They state that (1) day care is a threat 
to the American home and family by encouraging parents to 
abrogate their responsibilities; (2) day care allows psychologists, 
educators, and bureaucrats to brainwash children and to usurp 
the rights of parents and families; and (3) day care interferes with 
and weakens the normal relationship between parent and child. 

Current research does not support these points. It has been 
found that children in quality day care compare very favorably in 
ail spheres with children cared for in their own homes. Children in 
high quality day care show gains in cognitive, affective, and 
social development equal to or better than the gains of their peers 
cared for at home. Th~ data also show no evidence of brain* 
washing, no interference in the parent-child relationship, no "inva- 
sion of privacy " and no undermining of home and family. On the 
contrary, there are indications that day care seems to support the 
home and the family and *.o minimize child abuse and neglect, 
especially when parental involvement in the day care setting is 
encouraged. 

In the 1980s the United States has become increasingly aware 
of and concerned about the magnitude of the problem of child 
abuse and neglect. In developing a national policy to ameliorate 
this shameful problem, child care must be considered a vital 
resource for prevention and treatment. Exploration and support of 
avariety of child care models at the federal, state, and community 
levels are essential in order to assure available and appropriate 
resources for all families. The development of this kind of child 
care system would be a giant step in the direction of a society 
relatively free from child abuse and neglect. 
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Appendix A: A Day Care Model 

A study group of the American Orthopsychiatry Association published a 
report on the mental health aspects of day care in 1973. This report is as 
valuable today as it was then and can serve as a model for standard set- 
ting and a guide for health and mental health professionals who wish to 
advocate for children through support day care. 7 

The report develops 18 issues, which are paraphrased as follows: 

1. All aspects of the child's development should be considered in plan- 
ning and evaluating a day care service. 

2. The experiences planned for the child should be maximally suited to 
the child's individual developmental needs. 

3. The day care program should encourage the child to explore, make 
choices, and develop a variety of coping methods. 

4. The day care program should promote the expression of a balanced 
variety of feelings. 

5. The total day care experience should enhance the child's task orien- 
tation. 

6. The total day care experience should facilitate the psychological 
move between the family caretaking environment and the day care 
environment. 

7. Day care services should supplement and complement the family 
rather than replace that basic caretaking unit. 

8. In a given community, a family should have the true option of using 
family day care, group care, or some combination of arrangements. 

9. Continuing professional help should be available to the family and 
should be defined by both the professionals and the family members. 

10. The basic child-rearing pattern associated with certain ethnic and 
racial groupings should be fully recognized in organizing a particular 
day care service. 

11. In planning help for the family, special attention should be given to 
family-child relationship experiences. 

12. The day care program should include those experiences that are not 
available in the home and are felt to be critical to the development of 
the children being cared for. 

13. A structure should be developed that ensures adequate day-to-day 
relevant communication between child care staff and parent. 

14. One member of the caretaking staff should be fully informed about 
the total development of the child and fan;ily and should be the ad- 
vocate of necessary changes to promote that development. 

15. Administrative practices should support autonomy in decision* 
making on the part of staff responsible for children. 

16. Staff working with children should receive stimulation and support 
from their administration. 

17. Restriction of activity because of possible safety hazards should be 
carefully considered. 

18. The size of the day care center should be kept small 
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In their concluding remarks, the members of the study group recom- 
mended the following criteria for the evaluation of day care programs: 

• Attention to individual needs. 

• Attention to ail areas of functioning. 

• Promotion of the child's active choice-making. ; 

• Encouragement of learning to deal with a variety of feelings. •* * 

• Enhancement of engagement as opposed to passive receiving. , < 
The study group also suggested that a model program be based on the <f j 

concept of the extended family, characterized by: 5 

• Extensive communication with caregivers, being responsi „ to the 

needs of the family, and encouraging the participation of families. .«f 

• Support of family resources by both the caregiver and continuing, well- 
trained professional help. 

• Supplementing of family-to-child experiences in the day care setting, 
especially in those critical areas where direct help to the family is not 
feasible. 
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Appendix B: Additional Reading 

Child Abuse 

Bourne, Richard, and Newberger, Eli, eds. Critical Perspective on Child 

Abuse. Lexington, Mass.: Lexington Books, 1979. 
Coolsen, Peter. Strengthening the Family through the Workplace. 

Chicago: National Committee for Prevention of Child Abuse, 1983 
Friedman, Alma S., et al. "Dilemmas in Child Abuse and Neglect'" in 

Working for Children, edited by Judith S. Mearig. San Francisco- 

JosseyBass, 1978. 
Gray, Ellen. "Child Care and Family Functioning: A Review." (Working 

Paper No. 16.) Chicago: National Committee for Prevention of Child 

Abuse, 1982. 

Heifer, Ray, and Kempe, c. Henry, eds. Child Abuse and Neglect: The 

Family and the Community. Cambridge, Mass.: Balllnger, 1976. 
. The Battered Child. 3rd ed. Chicago: University of Chicago Press, 

M 1976 Har0 ' d P " Cd ^ AbUSBd ° h,td ' Cambr ' d 9 e . Mass.: Pallinger, 
Crisis Child Care 

Curtis, Joan C. How to Develop a Crisis Nursery. Athens, Georgia- RISWR 
inc., 1977. 

Volunteers 

Gratch, Alan S. Board Members Are Child Advocates: A Plan for Action 
New York: Child Welfare League of America, 1980 

N ^l C lTp° n Chi ' d A T e 3nd Nefl,eCt ' Vo,untee 'S Child Abuse 
Tugust 1978 QramS ' Washinflton ' D C '- " CC *N. Special Report, 

S ^EliT? Eva and Lippitt, Ronald. The Volunteer Community. 
Washington, D.C.: Center for Voluntary Society, 1971. 

Latchkey Children 

Long, Lynette and Thomas J. A Handbook for Latchkey Children and Their 
Parents. New York: Arbor House, 1983. 

Child Care Instructional Materials 

American National Red Cross. Babysitting. (Manual, tape, and filmstrip.) 
Washington, D.C., 1981. (Order only through local chapters.) 

Auerbach, Stevanne, and Freedman, Linda. Choosing Child Care: A Guide 
for Parents. San Francisco: Parents and Child Care Resources 1976 

Baden, Ruth, et al. SchoohAge Child Care: An Action Manual. Boston- 
Auburn House, 1982. 

Breitb. rt, Vicki. The Day Care Book. New York: Alfred A. Knopf, 1974 

Evans,, E. Belle; Shub, Beth; and Weinstein, Marlene. Day Care, How to 
197l' DeveI ° P and 0perate a D *y Care Center. Boston: Beacon Press, 

Highbearer, Ruth, and Schramm, Carol. Child Development for Day Care 
Workers. Boston: Houghton Mifflin Co., 1976. 
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Hoeldtke, Elizabeth. Child Care-Babysitting. New York: Camp Fire Girls, 
Inc., 1975. 

Lanski, Vicki. Dear Babysitter: A Sitter's Handbook. Deephaven, Min- 
nesota: Meadowbrook Press, 1982. 

Maryland Committee for Children, Inc. A Guide to Chiid Development 
Services in Maryland. 1983. (This guide would be useful in any state. 
Order from the Maryland Committee for Children, Inc., The Chocolate 
Factory, 608 Water St., Baltimore, MD 21202.) 

Sciarra, Dorothy J., and Dorsey, Anne. Developing and Administering a 
Chiid Care Center. Boston: Houghton Mifflin Co., 1979. 

U.S. Department of Health and Human Services. A Parents Guide to Day 
Care. DHHS Publication No. 80-30254, 1980. (Order from Superinten- 
dent of Documents, U.S. Government Printing Office, Washington, 
D.C. 20402.) 

U.S. Department of Health and Human Services. The Pocket Guide to 
Babysitting. DHEW Publication No. 76-30045. (Order from 
Superintendent of Documents as indicated above.) 

Wallach, Lorraine, and Weissbourd, Bern ice. Creating Drop-in Centers: 
The Family Focus Model. Chicago: Family Focus, 1979. 

Background Reading 

American Academy of Pediatrics, Committee on Infant and Preschool 
Child. Recommendations for Day Care for Infants and Children. 
Evanston, III.: American Academy of Pediatrics, 1979. 

Auerbach, Stevanne. Confronting the Child Care Crisis. Boston: Beacon 
Press, 1979. 

Collins, Alice, and Watson, Eunice. Family Day Care. Boston: Beacon 
Press, 1976. 

Gallnsky, Ellen, and Hooks, William. The New Extended Family: Day Care 

that Works. Boston: Houghton Mifflin, 1977. 
Kourany, Ronald. "Parent Attitudes and Babysitting Problems: An Op- 
portunity for the Pediatrician." Journal of Developmental and 

Behavioral Pediatrics, in press. 
Nation al Academy of Sciences. Toward a National Policy for Children and 

Families. Washington, D.C: National Academy of Sciences, 1976. 
Provence, Sally; Naylor, Audrey; and Patterson, June. The Challenge of 

Day Care. New Haven, Conn.: Yafe University Press, 1977. 
Smith, Helen. Survival Handbook for Preschool Mothers. Chicago: Follett 

Publishing Co., 1977. 
Steinfels, Margaret. Who's Minding the Children? New York: Simon and 

Schuster, 1977. 

. Family Day Care. U.S. Department of Health and Human Services: 

DHEW Publication No. 73-1054. (Order from the Superintendent of 
Documents, U.S. Government Printing Office, Washington, D.C. 20402.) 

. Day Care t Serving Preschool Children. U.S. Department of Health 

and Human Services: DHEW Publication No. 74*1057. (Order from the 
Superintendent of Documents as indicated above.) 

Ziegler, Edward, and Gordon, Edmund, eds. Day Care: Scientific and 
Social Policy Issues. Boston: Auburn House, 1962. 
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Appendix C: Organizations 

Local Community Rtsourcts 

Within each community there are agencies and organizations that may be 
useful in heiping to define the needs of children in the community They 
may also be able to assist in establishing child care and child abuse 
prevention programs. The following list of agencies, organizations, and 
committees typically found in a community will give the reader an idea of 
the possiblitles that may be available. 



Governmental Agencies 

City or county community 
development divisions or 
committees 

City council 

County board of supervisors 
Social service or welfare depart- 
ment 

Child welfare 
Child protective services 
Protective services 
Child care licensing 

Educational Programs 

Community colleges (in- 
dividual departments such as 
education, home economics, 
early childhood, psychology) 

Universities (individual 
schools and departments) 

Adult education 

Parent-Teacher Association 
(P.T.A.) 

Community Services 
United Way 

Welfare and Information Service 
Red Cross (babysitting training 

and child care classes) 
Family service agencies 
Religious organizations 

(churches, clubs) 



Information and referral pro- 
grams (child care Information 
and referral, parent education, 
child abuse prevention) 

Self-help groups (Parents 
Anonymous, Parents United) 

Salvation Army, Volunteers of 
America, and others 

Family crisis and stress centers 

Youth Serving Organisations 

Boy Scouts, Girl Scouts, Camp 
Fire Girls, Woodcraft Rangers 
YMCA, YWCA 
4-H Clubs 

Women's Organizations 

League of Women Voters 
National Organization for 

Women (N.O.W.) 
Junior League 
American Association of 

University Women 
Council of Jewish Women 
Council of Black Women 

Service Clubs 

Veterans' groups 

Lions, Rotary, Kiwanis, BPOE 

(Elks), Knights of Columbus, 

and others 
Chamber of Commerce and 

Junior Chamber of Commerce 



Most of the organizations and agencies can be located in the telephone 
directory under their own names or under "Social Services," "Community 
Services," or "Information and Referral Services." 
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National Child Abuse Organizations 

American Humane Association 
Children's Division 
9725 E. Hampden Avenue 
Denver, CO 80231 

international Society for the 
Prevention of Child Abuse 
and Neglect 

1205 Oneida Street 

Denver, CO 80220 

C. Henry Kempe National Center 
for the Prevention and 
Treatment of Child Abuse 
and Neglect 

1205 Oneida Street 

Denver, CO 80220 

National Child Abuse Coalition 

(Child advocacy) 
1125 15th Street, N.W. 
Suite 300 

Washington, DC 20005 



National Center on Child Abuse 

and Neglect 
Children's Bureau 
Administration for Children, 

Youth and Families 
U.S. Dept. of Health and Human 

Services 
P.O. Box 1182 
Washington, DC 20013 

National Committee for 

Prevention of Child Abuse 
332 South Michigan Avenue 
Suite 1250 
Chicago, IL 60604 

Parents Anonymous 

(self-help) 
22336 Hawthorne Blvd. 
Suite 208 

Torrance, CA 90505 

Parents United/Daughters 
and Sons United 
(sexual abuse, self-help) 

P.O. Box 352 

San Jose, CA 95108 



Other National Organization* fMtar i a i 
The following national organizations can help identify written material 
and resources that are available on the subject of child care and child 
abuse. 



American Academy of Pediatrics 
P.O. Box 1034 
Evanston, IL 60204 

Association for Childhood 
Education International 
3615 Wisconsin Avenue, N.W. 
Washington, DC 20016 

Association for the Care of 

Children's Health 
3615 Wisconsin Avenue, N.W. 
Washington, DC 20016 



Child Care Support Center 

Save the Children 

1182 W. Peachtree Street, N.W. 

Suite 209 

Atlanta, GA 30309 

Child Welfare League 
67 Irving Place 
New York, NY 10003 

Children's Defense Fund 

(child advocacy, Child Watch) 
1420 New York Avenue, N.W. 
Washington, DC 20036 
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Clearinghouse on Elementary 

and Early Childhood 

Education 
University of Illinois at 

ChampaignUrbana 
College of Education 
University of Illinois 
Urbana, IL 61801 

Coalition for Families 

1346 Connecticut Avenue, N.W. 

Suite 312 

Washington, DC 20036 

Council for Exceptional Children 
1920 Association Drive 
Reston, VA 22090 

Family Outreach of America, Inc. 

1329 7th Street 

Corpu c Christi, TX 78404 

Family Resource Coalition 
230 North Michigan Avenue 
Suite 1625 
Chicago, IL 60601 

Family Service Association 

of America 
44 East 23rd Street 
New York, NY 10010 

National Center for Missing 

and Exploited Children 
1835 K Street, N.W. 
Suite 700 

Washington, DC 20006 

High Scope Foundation 
600 N. River Street 
Ypsilanti, Ml 48197 

Military Family Resource Center 
6501 Loisdale Court, Suite 900 
Springfield, VA 22160 

National Center for Clinical 

Infant Programs 
733 15th Street, N.W., Suite 912 
Washington, DC 20005 



National Association for the 

Education of Young Children 
1834 Connecticut Avenue, N.W. 
Washington, DC 2C009 

National Black Child 

Development Institute 
1463 Rhode Island Avenue, N.W. 
Washington, DC 20005 

National Child Commission on 

Resources for Youth, Inc. 
605 Commonwealth Avenue 
Boston, MA 02215 

National Committee for Adoption 
1346 Connecticut Avenue, N.W. 
Suite 326 

Washington, DC 20036 

National Foster Parent 

Association 
P.O. Box 257 
King George, VA 22485 

National Council of Churches 
473 Riverside Drive 
New York, NY 10115 

North American Council on 

Adoptable Children 
1346 Connecticut Avenue, N.W. 
Suite 229 

Washington, DC 20036 

Parens Without Partners 
79 lO Woodmont Avenue 
Bethesda, MD 20814 

School-Age Child Care Project 
Wellesley College Center for 

Research on Women 
Wellesley, MA 02181 

Single Dad's Lifestyle 
P.O. Box 4842 
Scottsdale, AZ 85258 
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Step Family Association of 

America 
900 Welch Road, Suite 400 
Palo Alto, CA 94304 

Superintendent of Documents 

(child care publications) 
U.S. Government Printing Office 
Washington, DC 20402 



U.S. Department of Health 

and Human Services 
Administration for Children, 

Youth & Families 
Children's Bureau 
P.O. Box 1182 
Washington, DC 20013 
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Appendix D: Tips to Prevent Child Molesting 

The following tips are reprinted from "When Child Care Becomes Child 
Molesting" and are reprinted by permission from the July 1984 issue of 
Good Housekeeping c 1984 by the Hearst Corporation. 

What to Look For 

• Don't hesitate to thoroughly check out any kind of child care.even, . 
being offered by someone yo»> know. 

• Check to see if a center or home is licensed, but remember; a license 
means only that the place has met certain physical requirements; it in- 
dicates little about the quality of the care or the background of the care 
givers. Private care givers may not need to be licensed; requirements 
vary from stale to state (check with the the sociaNservlce or health 
department or with a child-care information and referral service). 

• Talk to other parents who use the care giver or center you are consider^ 
mg. Ask a private care giver for references and check them. Also ask for 
the care giver's employment history, especially past jobs involving 
children. Ask a center whether it does thorough background checks on 
its employees and how they are done. 

• Arrange to Interview the care giver at the place where your child will be 
cared for and take your child with you. Make sure the care giver's views 
on discipline agree with yours. 

• After the interview sit and watch how the care giver relates to your child 
and the other children she cares for. How is misbehavior handled? 
Does the care giver seem interested in the children or harassed? Do the 
children seem happy and busy or withdrawn and fearful? 

Find out how your child will be spending his or her time during the day 
is there a daily schedule? Too much idle time is a bad sign. Make sure 
there are enough toys, books, and oth-»r kinds of play equipment. 
Make sure the care giver understands he or she must ask permission to 
take your child off the premises for a shopping or field trip and that 
your child is never to leave with another adult unless you say so. 
Tour the home or center and make sure you see the entire area, inside 
and out. If you are kept away from a particular room or area, don't use 
that care giver. 

If you have decided on a care giver, arrange f C ; a short trial period first 
After you have arranged for care, drop Into the home or center unan- 
nounceo from time to time. Never use a care giver or center that does 
not allow unannounced visits. 

When you pick up your child at the end of the day, casually ask the care 
giver what went on that day. Also tt Ik to your child about the day's ac- 
tivities. Keep in contact with parents of the other children. 
If your child seems unusually upset about being left at the home or 
center, find out why. 
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Other NCPCA Publications 



The National Com nit tee for Prevention of Child Abuse (NCPCA) 
distributes and publishes educational materials that deal with a variety of 
topics, including parenting, child abuse, and child abuse prevention. The 
NCPCA catalog is available free upon request from NCPCA, Publishing 
Dept., 332 S. Michigan Ave., Suite 1250, Chicago, IL 60604-4357, (312) 
663*3520. 

Written in a conversational style, the publications are excellent reading 
for professionals, lay persons, and students. Selected publications, as in- 
dicated, are available in Spanish. Some NCPCA titles are: 



Child Abuse Prevention 

Strengthening the Family 

through the Workplace 
An Approach to Preventing 

Child Abuse 
Healthy Preschoolers through 

Community Action 
It Shouldn't Huit to Be a Child 
Evaluating Child Abuse 

Prevention Programs 
Self-Help and the Treatment 

ofCi,td Abuse 
My Brother Got Here Early 



Child Abuse 

Emotional Maltreatment of 

Children 
Physical Child Abuse 
Understanding Sexual Child 

Abuse 

Dealing with Sexual Child Abuse 
Basic Facts about Sexual Child 
Aouse 

Think You Know Something 

about Child Abuse? 

(English and Spanish) 
Maltreatment of Adolescents 
Physical Child Neglect 



Parenting 

What Every Parent Should Know 

(English and Spanish) 
Child Discipline: Guidelines for 

Parents (English and Spanish) 
Growth and Development 

through Parenting 
Getting New Parents Off to a 

Good Start 
Parent-Child Bonding: The 

Development of Intimacy 

(English and Spanish) 
Foster Parenting Abused 

Children 

Special Subjects 

Child Abuse and the Law: A 
Legal Primer for Social Workers 

Annotated Bibliography of Legal 
Articles on Child Abuse 

The Disabled Child and Child 
Abuse 

Catapulting Abusive Alcoholics to 
Successful Recovery 

General Topics 

Fund Raising in the Private 
Sector 

Networking: What's It All About? 
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Mr. Birch. News stories have covered the cases of sexual mal- 
treatment of children in day care programs, which are alarming. 
The statistical information we have, however, shows that child 
sexual abuse while growing nationally, only a very small percent- 
age of that sexual maltreatment of children happens outside the 
family. 

If the insurance industry is uneasy about the safety of children 
in day care, I would suggest looking to other corporations who've 
decided that in fact day care is good for business. According to a 
story in yesterday's Washington Post, 2,000 companies— which is 
triple the number 3 years ago— provide some kind of child care 
benefits to their employees. That's an endorsement. 

Advocates for the prevention of child abuse, rather than pushing 
to close day care programs as a risk to children, are working to 
promote day care opportunities for more children. The National 
Child Abuse Coalition is anxious to work with you to combine our 
energies in a positive way to make sure that day care is safe for 
every child. 

Thank Tf ou. 

[Prepared statement of Thomas Birch follows:] 

Prepared Statement op Thomas L. Birch, Legislative Counsel, National Child 

Abuse Coalition 

Mr. CI simian, members of the Committee, my name is Thomas Birch. I am the 
legislative counsel for the National Child Abuse Coalition, an advocacy group com- 
posed of national organizations concerned about the future of services for the pre- 
vention and treatment of child abuse and neglect. 

I want to thank the Select Committee for the opportunity to present testimony on 
the subject of the abuse of children in child care programs. 

For well over a year now recurring news stories about the sexual abuse of chil- 
dren in day care programs have shocked the nation, frightened parents, and lately, 
as this Committee has heard, convinced insurers into believing that children in this 
country put in child care programs by their parents are in grave danger of being 
molested. 

The fact is, information on reported child molestation refutes the presumption 
that children in day care are at high risk of sexual abuse. The data we have do not 
support that notion. What's more, advocates for the prevention of child abuse see 
day care as an importnat effort to help prevent the abuse of children, the reason 
why citizens in communities across the country are actively working to make sure 
that children in day care are not in danger. 

numbers op children abused 

Child abuse and neglect is a national problem of huge proportions. Ovar a million 
documented cases are reported in the United States each year. This Committee is 
well aware of the tremendous yearly increases in reports of child abuse. According 
to the American Humane Association [AHA], which compiles annually national 
child abuse and neglect reporting statistics, the number of children reported to child 
protective service agencies increased by 121 percent from 1976 to 1983. 

AHA in its 1983 survey, the year for which the most recent information has been 
compiled, reported 1,007,658 documented cases child abuse and neglect, an in- 
crease of 8.4 percent over the previous year. 

Another survey conducted early this year by the National Committee for Preven- 
tion of Child Abuse [NCPCA] estimated that for 1984 reports rose again by 19 per- 
cent to 1,273,000 children abused and neglected. 

The number of children included in these reports who have been sexually abused 
has increased each year at a greater rate— up by 23 percent in 1983 according to 
American Humane, and an increase of 35 percent last year reported by the National 
Committee. 

This is not an appealing story, but what does it mean about the risk of children 
being sexually abused in day care programs? 
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mal» y reT4t£i Slightly m0re than 8 '™° child ™ wereTxSally 

»K^1 d j n i f° the information we have, most of those children were sexually 
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The remaining 3 percent of the perpetrators includes babysitters, teachers nekh 
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American Humane estimates that between one and one and a half percent of the 
reported perpetrators of child sexual abuse fall into the category SfdaS employ* 
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ZtZl\ &n ^ 2 fnam \ ° f C ™ d 86X1181 abusers are male while ^ppreximTtely^ 
percent of child care workers are female. y 

. ™? ^^t? ^^ation should help, I think, to put into perspective the prob- 
ihTmhn^ ?b ^f l ch,ldren ,n ^ «.™ Programs, a problem much enlarged in 
•nfi£? £! !Tv2^ e «» we f a « e »veii to cases that have occurred. The data 
enforce the belief that child sexual mofestation is increaseing in this country but 
the pSm of children by day care workers is a very small piece of 

CHILD CARE AS PREVENTION 

care il an7„S™fc ? revent child abu8e Wieve that child 

H w2P te S ra !..? art of 11,81 effort bv helping to strengthen families. In fact in 
mosyubsidized chSd care, abused an/ neglected children have first priority 'for 

DrS d m*aJ*^?nJ? wiCe8 i an ma " V - * g0als of a chi,d •*«»> prevention 
f„^^„f="^n ? tlCS and communication between parents and children, increas- 
toi&S- C ° ?mg W,th the Stresses of CMfil * for their children, reducing 
se&^f&lJS^w^JP 6 ? SL ; ;p0 f im P r oving access to social and health 
incr^L *' ° PtImal Child Care services ' the ™ k ° f child a buse 

,., R ?? S i-?- hnd ab i Use occu ^ s ! n families under stress. Research has suggested that the 
availability of day care helps alleviate that stress and increases family well-beine 
The rising numbers 0 f families with both parents or with single pawnto iiX w£fc 

fiS^M th ' t a riSC in thC leVCl of stress facin * ""W Parente and Their 
children. Child care is a necessary support for these families. 

„ D 2 n 2"?"8 *« ir children are safe and well cared for can give parents the assurance 
2£??nH J the r won 7 * hile at work or away from home. Without thata£££ 
ance and time away from child care responsibilities, parents can become tensTand 
less able to cope with the pressures of rearing their children. 

rhiM^'l"- afactor aff^inK a family which often contributes to child abuse. A 
child care center teacher or other parents with children in the program canTffer 
some relief to a parent who feels isolated. program tan oner 

n^ a ^ e » Ce "^ r ^chers «m also help parents learn better how to care for their 
own children. Parents who have abused their children or may be liable to abuse 
often have unrealistic expectations of their children's capabilities, ^y care teacnere 
car, help mothers and fathers understand a child's norrnal behavi^and show pa" 
ents how to cope with raising children. uc»aviur, ana snow par 

in^^u 6 " a S im POrtant special child care program that is crucial for prevent- 
ing child abuse. Parents who f^el enormous pressure can bring their children to a 
crisis nursery for several hours or several days. The time awa ?frorthf demand^ of 
frSS^s oTa chuT"' thC ChanCC 10 rClaX a " d a ^ from m vent 0 g f 

Disabled children, whose special needs place unusual demands upon parents often 
cZa% T ? 10 SP? With the new burdens, are children at high r4 of Kabu^ed 
Ki^nl?" I n ] POrtant to the Prevention of such abuse Child care sen-tceffor 
neelSbTedSrerf^^ e ™™°™J*™K in providing the developmental 
neeas of disabled children while assisting and educating parents in their resrmnsihil. 

hrr, to nf h !r» f hild / en - ^ST* Chi ! d «" offers th e Parent of a dWbtod chKfel 
b^enKre mighTc^*" eXCe " ent * th ° abuse that ^ 
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Day care has another role to play in preventing child abuse and in treating chil- 
dren who have been abused. Child care programs employ therapists to work with 
abused children — and have have been especially effective with children who were 
sexually abused, to help relieve the anxiety and fear they experience from having 
been abused, and to develop improved self-esteem in the youngsters. Because pre- 
vention of further abuse should be a major goal of therapeutic child care, parents 
are involved in the program too, receiving counseling and participating in the pro- 
gram's activities with their children. 

PREVENTING SEXUAL ABUSE IN CHILD CARE 

Because day care is so important, not only as a part of the effort to prevent child 
abuse, but as a basic service required by the families of millions of children across 
the country, day care providers, public officials—including the Chairman and mem- 
bers of this Committee — and child abuse prevention advocates have joined forces to 
ease the minds of parents with children in day care and to protect those children by 
preventing the abuse and sexual molestation of children in day care from ever 
having the chance to happen. 

Indeed child abuse prevention advocates are now exercising the fame kind of cre- 
ative response used to prevent family sexual abuse to stopping the out-of-home 
sexual abuse of children. 

The most effective method of preventing the molestation of children is to educate 
parents, children, teachers, and day care st\ff to recognize, to resist and to report 
sexual abuse. 

Here are some of the steps being taken to make sure dav care is safe for children. 

With the passage last year of P.L. 98-473, legislation authored by Chairman 
Miller provided $25 million to states for child sexual abuse prevention training. A 
recent report of the National Association of Public Child Welfare Administrators 
showed 46 states responding to a survey plan to provide training in sexual abuse 
prevention. 

The new law, as you well know, alco requires states to set up criminal record and 
background checks on day care employees. Prior to the federal mandate only three 
states had comparable laws, but since last year over half have enacted or are con- 
templating such legislation. 

From the federal Department of Health and Human Services (HHS) the Inspector 
General in a January 1985 report on preventing sexual abuse in day care programs 
recommended that, as a first priority, HHS should support the kinds of education 
programs I have described, which is why we were disappointed when the Adminis- 
tration's fiscal 1986 budget proposed eliminating the $25 million to states for sexual 
abuse prevention training. We have been encouraged by your leadership Mr. Chair- 
man, joined by your colleagues on this Committee and others in the House, to make 
sure that Congress provides this much needed support for another year. 

The National Center on Child Abuse and Neglect [NCCAN], which is the federal 
agency charged with addressing the prevention and treatment of child abuse, has, 
among other activities, published a pamphlet made widely available on tips for par- 
ents on how to prevent child sexual abuse and how to shop for a day care program. 
It suggests, for example, making sure that parents can drop in for a visit at the day 
care program at any time and the parents are informed about every outing planned 
for their children. 

Scores of films, books, school curricula, plays and brochures have been developed 
by local organizations to teach parents and children about preventing sexual abuse. 
These are not sex education programs, they offer public health and safety education. 

The Kansas Committee for Prevention of Child Abuse has produced a play, "Bub- 
bylonian Encounter", presented all over the country in live performances and on 
videotape to young school children to teach them about different kinds of touching. 

The San Francisco Child Abuse Council has developed a school curriculum that 
educates teachers, principals, parents and children about child sexual abuse. The 
Committee for Children in Seattle, Washington has a personal safety curriculum 
called 'Talking About Touching with Preschoolers." 

In an effort that has reached hundreds of thousands of families, the National 
Committee for Prevention of Child Abuse has collaborated with Marvel Comics to 
produce a special Spiderman comic book showing children how to protect them- 
selves from sexual molestation. 

Parents Anonymous, a national voluntary self help organization, has initiated 
community sexual abuse prevention forums, beginning in Southern California, for 
parents who wish to learn more about protecting their children from sexual abuse 
and how best to identify good, safe preschool programs. 
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CONCLUSION 

News stories have covered cases of the sexual maltreatment of children in day 
ca-epi^ams which are alarming. The statistical information we have shows that 
2?f ™* ^! abuse * a growm* problem nationally but that only a very small per- 
centage of the sexual maltreatment of children happens outside the family 

If the insurance industry is uneasy about the safety of children in day care I 
^ ld f 8U W»t looking to other corporations which have decided that day care is 
good for business. In 1932 the National Employer Supported Child Care Proerara 
surveyed 415 companies that provide some kind of child care assistance to their em- 
ployees. Corporations like John Hancock make donations to nonprofit child care 
centers in the community. Polaroid provides employees with vouchers to pay for day 
care. Other companies, like Stride Rite, offer on-site child care centers. 

Advocates for ti.- prevention of child abuse rather than pushing to close day care 
programs as a nsk to children are working to promote day care opportunities for 
more children. The National Child Abuse Coalition is anxious to work with you to 
child me ° Ur energies m a P 08 * 1 ™ Wfl y to make sure that day care is safe for every 

Chairman Miller. Thank you. I would hope, Tom, that wu would 
forward your statistics from American Humane to the insurance 
companies so that they can start to look at the actual numbers and 
the real potential for risk exposure. I don't expect them to accept 
them at face value, but I think they will start to reduce the level of 
trauma and the level of heat that has been generated around this 
subject, and start to shine some light on it. I think, once again, 
what we re seeing is that we were given to believe there was a na- 
tional epidemic of child abuse and sexual molestation in child care 
centers throughout the entire country, and what in fact we had 
was the repeat of allegations and the repeat of a few stories over 
and over again. 

That's not to suggest that it's not a problem but it is to suggest 
that it is not m the magnitude that justifies what the insurance 
industry s response to those stories are. We are left with the evi- 
dence that what they did is respond to a series of newspaper and 

url? reports » and the y made a decision based upon that. 

What you are suggesting in your testimony is that may not be 
the real story or the actual facts with respect to the national prob- 
lem that concerns all of us. I would hate to think the insurance in- 
dustry used those stories to conveniently get out of this coverage I 
mean that would be the height of cynicism and I'm not prepared to 
go that tar yet But again, I think what we're seeing is that we 
have people responding in an emotionally charged atmosphere, and 
responding without the full benefit of the facts. 

I think we're starting to see this with respect to missing chil- 
dren. When we start to break down the numbers of children who 
were taken and abducted by a stranger, we find out that it's far far 
less than anybody has discussed in this country in the last year 
And I think when we talk about the actual cases of abuse and the 
potential for abuse in child care and day care centers and family 
day care homes, it turns out to be far less than the immediate hys- 
teria of the last 12 to 18 months. I would hope that the insurance 
companies would come to you and start working with those facts to 
see exactly how they can justify their policies. 

Mr. Birch. Well, I appreciate your suggestion. The news is obvi- 
ously a powerful force in generating public emotions and that's cer- 
tainly what s happened in this case. It strikes me as a little surpris- 
ing that an industry which I believe prides itself on actuarial fig- 
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ures and data appears to have made decisions regarding the insur- 
ability of day care programs without looking at any of this infor- 
mation which is available. 

Chairman Miller. Maybe we can start in Connecticut. Repre- 
sentative Ny strom, I don't know how you're going to proceed. 
There's two things that I think that have been raised here. One 
concerning the actual evidence in terms of the incidence of abuse 
in the child care setting, and the other one clearly is, and I think 
properly so, that the industry is saying we're a little concerned 
about the haphazard nature of the chUd care industry. I think 
that's shared by a lot of people, both inside the insurance industry 
and out. 

And I just wondered to what extent state regulation is entering 
into the discussions at the Connecticut level? 

Mr. Nystrom. Well, in Connecticut, the regulations differ. Some 
of that's due to the responsibility of more than one agency that 
does the licensing for day care. Perhaps that's an error in Con- 
necticut and we are looking and have been addressing the fact of 
consolidation of services at some point. 

However, I think it's clear that the insurance industry does not 
have the accurate data to justify what is happening to those who 
provide day care services, and we in Connecticut are looking at 
that. We do feel that the rates should take accurate data into ac- 
count. They should also take into account the types of services that 
are provided at particular day care centers. In Connecticut, you 
have three types of day care. There'fr family day care which is a 
number of children, you are limited one to six. The next group goes 
up 6 to 12, and then up 12 and above. At the 12 and above status, 
it s a center. When you get to the center aspect, you have greater 
needs that have to be met. They are defined by statute in Connecti- 
cut. 

Consequently, I would assume that the insurance industry 
should, if they are not doing so, consider different ratings depend- 
ing on the types of service that are offered at a particular day care 
center. 

Chairman Miller. Well, as one of your legislators from Connecti- 
cut reminded me last night, when you talk about insurance, people 
think about Connecticut, so maybe there's an opportunity there in 
terms of your work with the industry in leading us out of this 
morass. And I would hope that you would bring back there some of 
the evidence from the National Child Abuse Coalition, so that we 
can start to rationalize some of the decisions that have been made. 

I want to thank you very much for your testimony and for your 
contributions to this morning's hearing. As I indicated earlier in 
the hearings, I would' hope that this matter would be sorted out in 
a rather expeditious fashion, because if it's not, I think it's very 
clear that we're going to have to find someway to respond. We're 
simply not going to do without a child care industry in this coun- 
try. That's just totally unacceptable. 

We cannot take those parents out of the economic loop. As a 
Government, we don't want to pay for the assistance to those fami- 
lies if they have an opportunity to provide for their own well-being, 
so that result is unacceptable. 
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And I think it s clear in my discussions with other committees 
that have far more jurisdiction over this industry than we do that 
this concern is shared, and to the extent we have to seek Federal 
resources for improperly excessive premiums, it's going to be a 
problem for Congress. 

I want to thank you for your contributions. The committee will 
stand in recess on this subject, and we wait to have additional evi- 
dence brought forth to us by the companies. Thank you very much. 

[Wh ireupon, at 1:30 p.m., the select committee was adjourned, 
subject to the call of the Chair.] 

[Material submitted for inclusion in the record:] 
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NEW YORK STATE CHILD CARE COORDINATING COUNCIL 
54 Washington Street, Hempstead , NY 11550 
(516) 538-1362 



Local Afflliata» In 

Counties of 
Albany 
Allegheny 
Broona 
Cayuga 
Chautauqua 
Cheeung 
Coluebia 
Cortland 
Oalawara 
Outchasa 
Eria 
Canaaaa 
Jaff arson 
Living it jn 
ftadlson 
Monro* 
Naaaau 
Oneida 
Onondaga 
Ontario 
Oranga 
Orlaans 
Oawego 
Otsago 
putnaa 
Ranssal<"it 
Rockland 
St. Lewranca 
Schanactady 
Schoharia 
Sanaca 
Stauban 
Suffolk 
Sullivan 
Toapkina 

Ulster 
Vayna 

Veatcnaatar 

Vyoaing 

Yates 

City of nsu York 



Statement for the Record of the rublic Hearing of 

Select Committee on Children, Youth and FamiH?s 

",S. House of Representatives 

July 18, 1985 
on 

Child Care: The Emerging Insurance Crisis 

The New York State Child Care Coordinating Council and its 
affiliates, the county day care/child development councils, 
hove become aware of serious problems in liability insurance 
coverage for child day care providers and affilated servU»s 
in New York State. The State Council has initiated a survey 
of the 940 day care centers licensed by the Hew York State 
Department of Soc\»si Services in cooperation with the Hew York 
State Insurance Department and will survey family day care 
providers through its affiliates. 

Some of the problems that have surfaced to date include: 

* Dramatic increase in liability insurance rate for day care 
centers with a "clean" claims record, and at the same time 
cancellation of some coverage (Dutchess County); 

* Cancellation of all liability insurance, including bus 
insurance, for o proprietary center which has had no claim 
of any kind (Rockland County); 

* Cancellation of liability insurance coverage for child 
abuse/sexual abuse (Dutchess County): 

* Exorbitant fee for liability insurance for a new day care 
center ($7,000/yr. for 30 children — Onondaga County); 



The Nsv York Stat* Child Car* Coordinating Council, Inc., la a not-for-profit organization which provides 
technical aisistanea* inf creation, and advocacy services to its affiliates, tha county day cara/chlld 
development councils. 0th»r organizations with a eo maa n concern nay becoma aarfpers, as well as Interested 
individuals. 
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* Cancellation of Hoacowners Insurance for family day care providers 
covered by liability insurance through the county department of social 
services (Tompkins County) i 

* Cancellation of liability insurance for licensed family day care 
providers with no claims record (Rockland County); 

* Lower levels of coverage for Child Care Resource and Referral Services, 
including exclusion of bodily harm (Day Care Council of Nassau). 

The location cited in each case is the first instance to come to our attention. 

The Human Resources Administration of the City of New York in January 1985 
was able to develop coverage for the 340 day care centers it funds, for the 
City's 90 Head Start Centers, and for its 2,000 family day care providers. 
We have yet to determine the insurance status of the 400 private centers in 
the City of V>* York, licensed by the Bureau of Day Care of the City's Health 
Department. 

Another group of providers which appears to have little or no problem is com- 
posed of multi-service agencies which provide child day care services as one 
of a wide range of services to children and families. These multi-service 
agencies range in sire from Family of Woodstock in Ulster County to the 
Catholic Diocese of New York covering Manhattan and a number of counties to 
the notth. 

When the New York State Child Care Coordinating Council has completed its 
surveys in conjunction with the New York State Insurance Department and with 
its affiliates, the results will be forwarded to the Select Committee. We 
are most appreciative of your interest in this critical issue affecting 
services to children and families. 
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Jjoutfe of Bepretfentattoea 



«Mi?«wnwCONG«t« 

WltMWlMMIltlWM 
•Mf'xjrf wwui Mo 

M»M4V •<¥» VOW 

t^-^'^r SEUCT COMMITTEE ON 

•^^MM^cfxvT CHILDREN. YOUTH. AND FAMILIES 

:HU 315 Howm (Wet ttflLOMM Amhx 2 

WasmMTON. OC 20516 

July 15, 1985 



Bruce Bunnar 

State Inauranca Coaaiaaioner 
California Departatnt of Inauranca 
700 L street 

Sacraaanto, California 95614 




o««r Coaaiaaioner Bunnar: 

The Select COMittee on Children, Youth, and raailiea will be 
holding a hearing on 'child Caret The Baaroing Insurance Criaic* on 
July 16, 1965. The purpoee of the bearing ia to inveatigate recent 
reporta of increasing nuabere of child cere provide re who ere 
eiperiencing loea of their liability insurance. 

since you heve indicated that you ere unable to teatify at the 
hearing, I would like to invite you to aubait e atateaent to the 
Select coanittee in your cepacity ea the California State Inaurance 
Comiaaionar. 

Reporta have coae to ua from child cere center a, faaily day cere 
hoaea, Bead Start prograaa, and reaource and referral agenciea that 
their liability policiea are not being renewed, that preaiuaa have 
become prohibitive, that coverage for child abuee claiae ia 
unavailable, and that policiea ere being cancelled with little or no 
notification. 

The p rob lea ie complicated in Colif ornie, where legialetion wee 
recently paaaed which requirea child care prograaa to carry specific 
levela of liability inaurance. 

In order to invaatigete the Juatificetion for theae changea in 
policy toward the child cere industry, we would appreciete it very 
such if you would addreas the following questions: 

1. Baa the atete Depertatnt of Insurance deteralrod that there 
ia a aound ectuerial baaia for the aodif icetiona in policy 
by conducting a thorough review and analysis of these 
changea? If ao, pleas* forward to ua the da tea and records 
of any hearinga held on thia issue. 

Baa the Department of Insurance approved rate increaaea or 
terainationa of policiea for chili! care prograas (centera, 
faaily day care hoaes, Read Start ptngraas, reaource and 
referral egenciea)? If ao, pleeae forw»M the notification 
of auch approval. If not, do you intend to review thea? 
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2 * child ciW MUttd cl.iM hava bt.n Md « in 

California during th« laat the— y«ara and what hava auch 
claim baan baaad on? 

How Mich haa baan raid in pramiuma by child cara program 
for tha laat thraa yaara? 

For aach of tba laat thraa yaara, how auch monay haa tha 
induatry paid out in child cara ralatad claiM? How Mich 
for child abuaa in child cara, f 0 r accidanta in child car*; 
othar claiM (Hat by typa of claia)? 

3. la thara additional information that aubatantiataa actual 
loaaaa by tha inauranca induatry in California dua to 
cov.rag. of child cara providara? 

«. If many policiaa currantly ascluda or will aeon ascluda 
covaraga for child abuaa clalma, what would ba tha 
timir* 1 * c ' nc * llatlon °* ••caaaiva Cit a hikaa at thia 

Tha racord of tba haa ring will ba bald opan through Thuraday, 
August 1. puaaa forward your atatomant to: Km. H2-38S, aouaa 
An** 2, JMtaju* D.C., 20515, Attn: Ann fto.aw.tar. shou" you 
naad furthar information or aa.l.tanca, call Ann xoaawatar at Ihl 
Salact Coamitttaa offica, (202) :2«-7««0. «OMWt« at tha 

Thank you for aaalatlng tha Salact Coamittaa io lti afforta. 
sincarmly. 



.(JUkr 



GEORGE HIlIer 

Chairman, 

Salact Coamittaa on Childran, 
Youth, and paaillaa 
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July 31, 1985 



The Honorable George Miller 

U. S. House of Representatives 

Select Committee on Children, Youth & Families 

Rro. H2-385 House Annex 2 

Washington, O.C. 20515 

Dear Hr. Miller: 

This is in response to your July 1, 1985 letter concerning the child 
care liability insurance problem. 

For your convenience, I have repeated the questions in the same 
order as posed in your letter. 

l(a)Q: Has the State Department of Insurance determined that 

there is a sound actuarial basis for the modifications in 
the policy by conducting a thorough review and analysis of 
these changes? If so, please forward to us the dates and 
records of any hearings held on this issue. 

A: No. Me have not made such determination nor have we held 
a hearing on this Issue. In the State of California, the 
child care provider liability insurance is subject to the 
open competition rating* law, also known as the 
McBride-Grunsky Insurance Regulatory Act of 1947. Under 
this statute the carriers are not required to file their 
rates, rating plan or policy forms for the Commissioner's 
approval. 

(b)Q: Has the Department of Insurance approved rate Increase or 
terminations of policies for child cmre programs (Centers, 
family day care homes, head start programs, resource and 
referral agencies)? If so, please forward the 
notification of such approval. If not, do you Intend to 
review them? 

A: No. Me neither approve nor disapprove a company's actions 
for the same reason as stated above. Me may initiatm a 
special underwriting and rating examination if the source 
of the problem Is coming from the carriers' underwriting 
and rating practice. However, we do not believe that such 
an examination would solve the problem. Me perceive that 
the real problem comes from a tight Insurance market and 
adverse publicity in some child abuse cases. This has 
caused some availability problems in the marketplace for 
this type of Insurance. 
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2(t)Q: How aeny child ctre relate" clalas have been aade In 

California during the last >riree years and what have such 
clalas been based on? 

A: My staff has contacted the Insurance Services Office (ISO) 
for such data. According to tSO inforaation, there was a 
tot*l of 1,131 clalas filed In the nation against the 
Insurers' for the policy years i960 through 1983. For 
California, there wos a total of 215 clalas for the saae 
policy years. The attached Exhibit, Table 1 shows the 
nationwide figures and Table 2 shows the California 
figures. The data reflects only those coapanles who were 
reporting their statistics to ISO. 

(b) Q: How auch has been peld in preaiua by child care progreas 

for the lest three yaars? 

A: According to ISO data, the nationwide earned preaiua for 
policy years 1980 through 1983 was spproxlaately $12 
Billion. For California, the earned preaiua was ' 
approximately $2.5 aillion. (See the attached exhibit for 
details) 

(c) Q: For each of the last three years, how auch aoney has the 

industry paid out in child care raleted clalas? riow auch 
for child abuse in child care; for accidents in child 
cere; other clalas (listed by type of clala)? 

A: Ttie child care liability Incurred losses are broken down 
by Basic Llalt Bodily Injury clalas ($25,000 is the basic 
Halt), Excess Llalt Bodily Injury clalas, and aedical 
peyaent. According to ISO date, during policy years 19* n 
through 1983, the coapanles* nationwide total incurred 
losses is over $7 aillion for basic BI clalas, about $5 
aillion for excess BI clalas, and $293,000 for aedical 
, payaent. For California, the incurred losses ere 

approxlaately $1.2 aillion for basic BI clsias, $324,000 
for excess llalt BI clalas, and $67,000 for aedlcel 
• payaent clalas: (See Exhibit) with respect to your 
i question on how auch has been peld out for cnild abuse 
I cleias or accident dales, the ISO statisticel plen does 
;not provide a coding for the cause of loss detail; 
therefore, no such data ere available. 
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Is there additional Inforaailon that substantiates actual 
losses by the Insurance Industry In California due to 
coverage of child care providers? 

NO. 

If Many 1 policies currently exclude or will soon exclude 
coverage for child abuse clalas, what would be the 
rationale for cancellation or excessive rate hikes at this 
tine? 

The Insurance Industry as a whole has Just gone through an 
adverse underwriting cycle* Carriers art striving to 
laprove their underwriting results* Due to widespread 
adverse publicity In some child abuse cases* the 
underwriters are concerned that exorbitant litigation 
costs amy impair the company* s underwriting 
profitability* Therefore, they are exercising their 
underwriting Judgment to eliminate what Is perceived as 
undesirable business fro* their book of business. 

Under the California statute, there are no laws 
restricting an Insurance company froa cancelling or 
non-renewing a commercial Insurance policy. In rare 
cases* the day-care provider nay be Insured undar a 
regular hoaeowner policy. In this Instance* the 
non-renewal or cancellation Is soaewhat restricted* 
Carriers choosing to do so aust conply with the provisions 
set forth In California Insurance Code Sections 675-679. 

With respect to your question as to what would be the 
rationale for excessive rate hikes at this tlae, I Must 
clarify the tera "excessive" before answering your 
question. California Insurance Coda Section 1852(e) 
defines the standard of excesslveness as follows: "No 
rate shall ba held to be excessive unless (1) such rate Is 
unreasonably high for the Insurance provided and (2) a 
reasonable degree of competition does not exist In the 
area with respect to the classification to which such rate 
Is applicable*" 



3J9AJIAVA YqODT238 



207 



Basically* during tha soft Market parlod, companies did 
.not prlca tha coverage at Its correct rate level* Now the 
companies are adjusting, the retes to such s level that It 
would generate sufficient prealua to cover the losses and 
business expenses allowances* Of course, these 
adjustments need no prior approval froa the Department of 
Insurance under California Rating Laws provided that they 
eeet the generel standards as set forth in California 
Insurance Code Section 1852(e)* 

In our opinion, the main problem Is not whether carriers 
can lustify the rete increase. According to the 
statistics prclded by Insurence Services Office, i 
believe that east csrrlers probably cen reasonably Justify 
the rete increases. The reel problem Is thet eany 
cerrlers simply do not wish to offer this type of 
coverege, end never provided e mark«t for It* There Is 
nothing In the California statutes thet would give the 
Insurence Commissioner the authority to eendate that 
Insurance companies must provide specific coverege s* A 
possible alternative solution is for the Cellfornle 
legislature to provide euthorlty to the Department of 
Insurance to form e pool or so-celled Joint Underwriting 
Association for the purposes of Insuring day-care 
providers if it appears thet the evelleblllty of this 
coverege 1$ e problem In this $;ate. 




Insurence Commissioner 
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EXHIBIT 



CHILD CARE LIABILITY INSURANCE 
LOSS EXPERIENCE 

TABLE 1 
COJKTRYW1PE 



(1) 

Policy Y— r Emrmd Frgmlum 



12/31/80 
12/31/81 
12/31/82 
12/31/83 

TOTAL 



$1,785,529 
2,581,645 
3.321,139 
3 .995,362 

$11,683,675 



(2) 

BI /Basic Limit* 
Incurred Losses 

$ 963. ISO 
1.144.240 
2,041,496 
2,864,361 

$7,033,249 



(3) 

BI/Excesa Limit 
Incurred Losses 

$ 243,127 
997.137 
1.340.296 
2,332,168 

$4,913,428 



(4) 

Medical Payment 

$ 39.779 
44,807 
89,347 
119,021 

$ 292.9S4 



(5) 

No. of gain 

178 
205 
321 
427 



(6) 

Losses i LA£ 
Ratio" 

0.709 
0.847 
1.045 
1.331 

1.048 



TABLE 2 



(1) 

Policy Year Earned Premiui 



1980 
1981 
1982 
1983 

TOTAL 



443,280 
610,784 
689,602 
738,480 

2,482,146 



42) 

BI/Basic Lwit 
Incurred Loss 

15\094 
23:,590 
267,300 
560,361 

1,217,345 



CALIFORNIA 
C31 

Excess Incurred Loss 
0 

61,703 
120,048 
142,680 

324,431 



(41 

Medical Payment 

11.359 
23.787 
• 21 ' 945 
67.252 



(5) 

No. of Claia 



31 
49 

59 
76 

215 



(61 

Loss 4 LAE 
Ratio 

0.377 
0.500 
0.596 
0.982 

0.648 



Note: n 



Z!?f £ . , 19 525 ' 00 °- incrred losses include loss adjustment expenses (LAE) 
1" £? lu-n <6) is of columns (2). (3) * (4) divided by colimn (1) t * penses lw 

3. Data »re provided by insurance Services office (190) 
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IMPORTANT MOTTCT 



ADVERSE PUBLICITY IM THE CAM INDUSTRY HAS SEEM SCARINC INSURANCE COKF AMIES THROWHOUT THE 
COUNTRY. MANY COMPANIES WHO HAVE BEEN WRITINC TO INSURANCE HAVE BEEN DISCONTIMOIHC THE 
PROGRAMS Ot CHARGING KATES FOUR AND FIVE TIMES MOW. TEAM ODE CURRENT KATES. 

KISS IOW INSURANCE IS ONE OF THOSE COMPANIES TO DISCONTINUE OFFERING COVERAGE FOR THE CAME 
PROVIDER INDUSTRY AFTEE JUKE K»» 19SS. 

WE ARE ATTEMPTING TO FIND A MEW COMPANY TO uIPUCE THE MISSION INSURANCE FOR OCR NATIONWIDE 
PROGRAM PRIOR TO THIS DATE. 

HOWEVER, IF THE MISSION INSURANCE COMPANY DECIDES TO CANCEL THIS POLICY BEFORE THE END OF 
Y0OR POLICY PERIOD, THEY MOST FIRST CtVE YOU 60 DAYS WRITTEN NOTICE OP CANCELLATION. AFTER 
AMY COMPANY CANCELLATION, THEY MOST RETURN YOUR UNUSUED PREMIUM. 

WE WILL CONTINUE TO KEEP YOU AND YOUR ASSOCIATION NOTIFIED OF ANY FUTURE DEVELOPMENTS OR 
CHANGES. WE WISH TO THANK YOU FOR YOUR ASSISTANCE ACT) COOPERATION. 



CUSTOMER SERVICE DEPARTMENT 
BMPM 3" 5/85 
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MISSION INSURANCE COMPANY 

P.O. BOX 2121 

GLENDALE, CA. 91209-2121 
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